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SAVERS'  SURPLUS  AND  THE  INTEREST 

RATE 

SUMMARY 

I.  The  Ptoblem:  Is  interest  detennined  by  use  (demand)  or  by  a  ooet 
of  saTing  7  —  Savers'  surplus,  3.  —  Its  discussion  by  economists,  4.  — 
IL  The  sources  of  savings,  10.  —  Analysis  of  income  distribution  in 
United  States,  11.  —  Dominant  savings  by  the  rich,  14. — III.  The 
psychology  of  saving,  17.  —  The  poor,  18.  —  The  middle  classes,  19. 
—  The  wealthy,  21.  —  Automatic  costless  savings,  23.  —  The  marginal 
analysis  ini^pplicable,  24.  —  IV.  Corporate  surpluses  and  bank-credit 
loan  funds,  their  great  amounts,  27.  —  How  far  costless,  28.  —  Bank 
credit  loan  funds,  29.  —  Conclusion,  31. 

I.  The  Problem 

Cleared  of  scholastic  refinement,  all  interest  theories 
on  the  demand  side,  are  essentially  and  fundamentally 
"use"  theories.  Capital  (however  conceived  and  de- 
fined)  is  r^arded  as  productive  in  some  sense  of  the 
term.  At  one  end  it  is  concrete  produced  goods  aidant 
in  the  technological  processes  of  production;  at  the 
other  end  it  is  intangible  assets  and  loan  funds  (whether 
of  money  "saved"  from  present  consumption  or  of 
bank  credit  created  ad  hoc  to  business  or  speculative 
demands)  which,  either  with  or  without  technological 
capital  goods,  play  so  large  a  part  in  the  business  of 
profitrgetting.^    The  rate  of  interest,  so  far  as  deter- 

>  Recent  writen  thow  a  noteworthy  tendency  to  realiem  in  inwiiting  upon  the  rMe 
pbjed  by  intangihle  aieett  and  lo«n  eredit  funds.  Bee,  for  exunx>le,  Veblen,  The  Theory 
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'•0mln€Dd  by  demand  for  capital  goods  or  loan  funds,  de- 
%\  fpends  upon  the  profitableness  of  their  use. 
.•*• ' '     On  the  supply  side,  interest  theories  fall  into  two 
groups.    According  to  one,  capital  supply  is  kept  up 
automatically;  capital  reproduces  itself  (or  "virtually" 
so)  and  the  supply  of  it  is  directed  or  distributed  among 
the  various  uses  and  industries  by  its  owners  in  such  a 
way  that  its  productivity  tends  to  be  everywhere  the 
V  same.   Only  additions  of  new  capital  to  the  previously 
I  existing  total  are  according  to  this  view  conceded  to  be 
the  result  of  saving,  and  the  rate  of  interest  is  influenced 
by  the  supply  of  capital  only  as  supply  affects  produc- 
tivity, imder  some  law  of  factoral  proportion.  Accord- 
ing to  the  other  group  of  theories,  broadly  speaking, 
both  the  upkeep  and  the  interest  of  capital  involve 
saving  and  depend  upon  the  interest  rate,  which  is 
governed  by  the  psychology  of  the  saver  —  by  the 
several  rates  at  which  different  individuals  subjectively 
discoimt  future  income  and  at  which  they  will  refrain 
from  present  spending  of  various  portions  of  their 
current  income. 

Most  of  the  emphasis  in  modem  discussions  has  been 
placed  on  the  supply  side.  In  general,  the  producti\'ity, 
usefulness,  or  desirability  of  capital  is  taken  as  evident. 
With  the  demand  side  of  the  problem  the  present  article 
is  only  incidentally  concerned.  Our  purpose  has  to  do 
with  the  motives  to  saving  in  relation  to  capital  supply 
and  interest  rates,  in  so  far  as  saving  is  a  basis  of  capital 
formation.  Davenport  and  Moulton  have  made  out  a 
good  case  to  support  the  contention  that  a  large  part  of 
our  capital  loan  fimd  is  supplied  without  great  saving 
on  anybody's  part,  simply  by  mortgaging  industrial  or 

of  BvdiMtm  E&tHpriat,  o1m|>.  t,  and  '*0n  the  Nature  of  Capital,"  Quarterly  Journal  of 
Hoonmiifaii.  Auguit  and  November,  1908;  DaTenport,  Economka  of  Enterpriae,  chape. 
zvtti  and  six;  MouUon,  "GominerQial  Bankiiic  and  Capital  Formation,"  Journal  of 
Politieal  Beonomy,  May.  JuiMi  July,  nnd  November,  1018;  Roberteon,  The  Eoonomiei 
of  IVogw^  pi^  16S-187. 
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product  beforehand  through  the  mstru- 
mentality  of  loan  funds  created  by  the  banks  on  a 
slender  cash  reserve.  So  far  as  this  is  true,  a  certain, 
and  probably  a  large,  portion  of  o\xr  real  capital  equip- 
ment is  produced  without  the  incurrence  of  any  cost  of 
abstinence,  saving,  or  waiting.  It  is  in  this  sense  cost- 
less capital.^  Reserving  to  a  later  section  a  brief  discus- 
sion of  the  bearing  of  this  newer  conception  of  capital 
formation,  and  restricting  o\xr  attention  to  that  part  of 
capital  which  does  rest  back  upon  actual  saving  of  a 
dollar  for  every  dollar's  worth  of  concrete  capital  goods 
created,  the  central  question  before  us  is:  Does  all  this 
saving  involve  real  cost,  and  if  not,  how  large  is  the 
proportion  of  costless  saving  ?  Furthermore,  how  great 
is  the  different]|J  between  low-cogt  savings  and  the 
reward  for  saving  as  (supposedly)  fixed  by  the  mar- 
ginally determined  interest  rate  ?  In  short,  how  much 
of  the  interest  burden  is  payment  for  actual  cests,  how 
Anuch  is  unearned  income  in  the  form  of  savers'  surplus 
'or  savers'  "rent"  ?  The  question  is  important,  since 
the  interest  charge,  even  on  productive  loans  and  not 
including  war  debt  and  loans  for  predatory  piuposes, 
is  an  enormous  burden  on  society.  If  it  can  be  reduced 
without  seriously  diminishing  the  flow  of  investment 
funds,  economy,  both  individual  and  social,  would 
reconmiend  its  reduction. 

With  the  exception  of  specific  productivity  theories 
and  possibly  iOeene's  neo-residual-claimant  theory,  all 
interest  theories,  so  far  as  the  writer  is  aware,  recognize 
cost  and  choice  as  factors  entering  into  the  determina- 
tion of  the  supply  of  capital.  Even  Clark,  despite  his 
conviction  that  capital  is  a  continuous  immortal  some- 

X  It  nudit  be  argaed  th*t  tbe  uae  of  bank  eredtt  for  produotiTe  purpoiet  inTolyw 
opportmuty  eott,  anoe  tbe  bank  \okdb  ooukl  be  aied  for  the  parohaM  of  immediate  eon- 
■amptioa  soodi.  It  ie  erident,  however,  that  there  is  no  loeh  opportonitj  and  benoe  no 
•Bell  omwrCunity  eoet,  linoe  tbe  banka  wiU  not,  and  eannot  Mif ely,  ereate  ktan  fundi  for 
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what,  automatically  reproducing  itself,  is  compelled  to 
admit  that  additions  to  capital  —  "  ciunulative  saving,"  . 
to  use  Fetter's  term  —  involve  choice  between  invest-  / 
ment  and  present  spending,  and  hence  cost  or  sacrifice.^ 
In  line,  also,  with  the  general  concept  of  margins,  the 
equilibrium  of  demand  and  supply  which  is  thought  to 
determine  the  interest  rate  is  conunonly  supposed  to  be 
struck  at  that  amount  of  saving  at  which  the  sacrifice 

I  of  the  marginal  saver  just  equals  the  utility  of  his 
marginally  saved  units  to  the  least  eager  (that  is  mar- 
ginal) actual  borrower  of  capital.  We  are  not  here  con- 
cerned with  the  pointed  objection  to  this  doctrine,  that 
the  sacrifice  to  the  marginal  saver  and  the  utility  to  the 
marginal  borrower  are  inconunensurable  quantities.* 
The  marginal  metl^Kl  of  analysis  is  impUcit,  if  not  ex- 
pUcit,  in  most  modem  discussions  of  the  interest  rate. 
Just  as  we  have  to  pay  for  agricultural  produce  its  cost 
on  marginal  land,  so  (the  argument  runs)  we  have  to 
pay  for  capital  its  cost  to  the  marginal  saver.  And  just 

f  as  the  owners  of  superior,  intra-marginal  land  secure  a 

'  surplus  —  land  rent  —  so  the  intra-marginal  (and  in  a 

;  sense  superior)  savers  secure  savers'  rent. 

Among  present  day  writers  there  may  be  noted  an 
increasing  tendency  to  recognize  the  existence,  if  not 
the  importance,  of  this  intra-marginal  surplus.'   Hob- 

1  Enentiak  of  Eoonomio  Theory,  ohap.  zz, ,  "The  Law  <^  Aooumulation  of  CftpitaL** 
Altho  Clark  seems  studiously  to  aToid  the  terms  "ooet"  and  "saorifioe,"  the  prinoiide  of 
opportunity  ooet  is  implicit  in  the  wh6i»  chapter. 

*  Cf .  Davenport,  Eoonomios  of  Enterprise,  p.  386. 

*  Probably  the  earliest  serious  extended  discussion  of  savers*  surplus  by  an  American 
economist  is  C.  W.  Mizter's  suggestive  article.  "  The  Theory  of  Savers'  Rent  and  Some 
of  Its  Applications,"  Quarterly  Journal  of  Economics,  April,  1899,  pp.  245-269.  This 
artide  broke  new  ground  of  which,  however,  there  does  not  seem  to  have  been  much 
subsequent  cultivation,  a  circumstanoe  due  perhaps  to  the  implicit  faith  of  American 
economists  in  the  validity  and  sufBdency  of  the  theory  of  marginal  costs  and  products. 
As  the  author  himself  accepted  without  serious  question  classical  and  "  marginal*'  con- 
oepts,  his  conclusions  do  not  correQ>ond  to  those  reached  in  the  present  discussion. 
Some  years  eariier.  Professor  Carver  in  his  "  The  Place  of  Abstinence  in  the  Theory  of 
Intarest'*  (Quarterly  Journal  of  Economics,  October,  1893,  pp.  40-61)  brought  out  the 
ezistenee,  but  not  the  social  significance,  of  aaveit'  surplus. 
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son  ^  devotes  considerable  iqiace  to  ''costless  savings" 
but  his  discussion  is  marred  by  certain  untenable 
hedonistic  assumptions,  and  his  concept  of  cost  is  open 
to  question.  Recc^nition  of  the  surplus,  and  implied 
suggestion  that  it  is  large  in  proportion  to  total  savings, 
may  be  found  in  the  writings  of  Conner,*  Davenport, 
Moulton,  and  David  Friday.  Kleene  in  his  excep- 
tionally able  little  book,  Profit  and  Wages,  alludes 
to  the  surplus  and  hints  at  its  importance.*  Marshall, 
in  the  fourth  edition  of  his  Principles,  mentions  savers' 
surplus,  along  with  ''workers'  surplus,"  in  a  note  on  the 
wages  fund  theory,  but  he  says  that  "a  study  of  the 
relations  in  which  the  different  kinds  of  surpluses  stand 
to  one  another,  and  to  the  national  income  .  .  .  has 
little  practical  bearing.  .  .  ."  ^  In^the  fifth  edition  the 
whole  discussion  is  relegated  to  an  appendix,  indicating 
that  its  importance  had  still  further  declined  in  Mar- 
shall's estimation.*  Search  may  be  made  through  the 
standard  English  and  American  texts  and  treatises, 
however,  without  revealing,  with  one  exception,  any  I 
writer  who,  accepting  the  marginal  method  of  analysis,  p- 
more  than  mentions  savers'  surplus;  most  do  not  even 
do  so  much. 

The  exception  is  Taussig,  who  gives  express  and  j 
serious  attention  to  savers'  surplus,*  and  to  the  question  f 
how  low  the  interest  rate  may  be  expected  to  go  in  the  | 
future. 

It  will  be  remembered  that  his  discoimted  marginal 
productivity  theory  of  wages  requires  as  premise,  if  it  is 
to  avoid  circular  reasoning,  the  independent  determina- 

•  Work  and  Wealth*  chap.  Yiii.  >  Intanat  and  Saving,  pp.  75-79. 

•  Profits  and  Wages,  p.  67. 

•  Priadplea  of  EconomioB,  4th  ed.,  pp.  024,  025 

•  nnd.,  5th  ed.,  Appendix  E,  pp.  890-832. 

•  Ibid.,  ToL  ii,  pp.  23  ff.    Ako  pp.  484-406  on  the  relation  of  savers'  surphis  to 
taiatimi  of  funded  incomes. 
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tion  of  the  interest  rate.  This  determination  he  finds  in 
the  classical  and  Bohm-Bawerkian  notion  of  '' advances 
to  laborers"  and  in  the  marginal  sacrifice  of  the  con- 
sequently necessary  waiting  or  abstinence.  That  there 
is  a  marginal  abstinence-reward  rate,  below  which 
interest  will  never  fall  for  any  great  length  of  time  he 
considers  indicated,  if  not  proved,  by  the  remarkable 
evenness  of  the  interest  rate  since  the  middle  of  the 
eighteenth  century. 
The  pertinent  passages  are  the  following: 

The  steadiness  of  the  rate  of  interest  through  so  long  a  period  of 
striking  changes  both  in  the  uses  and  in  the  accumulation  of  capital 
would  seem  to  point  to  a  steadying  cause,  a  marginal  supply  price  to 
which  the  rate  of  return  on  the  whole  has  adjusted  itself.  .  .  .  The 
marginal  Supply  price  may  sink  in  the  course  of  the  next  twenty  or 
fifty  3'ears  to  some  such  rate  as  two  per  cent.  But  the  experience  of 
the  last  few  generations  makes  a  greater  decline  improbable.^ 

If  there  is  a  regulator  of  interest  in  the  way  of  a  general  or  mar- 
ginal time-preference  —  a  minimum  return  necessary  to  induce 
saving  and  accumulation  on  a  large  scale  —  then  and  then  only  have 
we  an  independent  determination  of  interest,  and  so  a  tenable 
theory  of  wages  as  the  result  of  an  operation  of  discount.  The 
chief  evidence  which  we  have  of  such  a  fundamental  supply  price 
has  been  found  in  the  steadiness  of  the  rate  of  interest  during  the 
modem  period.* 

The  emphasis  on  marginal  sayings  is  typical  and 
significant.  But  is  it  well  placed  ?  If  the  amoimt  of 
saving  at  the  margin  should  happen  to  be  small,  the 
margin  would  not,  after  all,  be  all-important  in  the 
fixation  of  the  interest  rate.  How  great  is  the  total  of 
marginal  savings  ?  From  the  historical  steadiness  of  the 
interest  rate,  Taussig  argues  that  ''it  is  perhaps  not  an 
unjustified  inference  that  there  is  a  large  voliune  of 
savings  at  the  margin."  >  He  drafts  his  capital  supply 
curve  in  form  to  indicate  that  a  heavy  percentage  of 
savings  would  not  be  forthcoming  if  the  rate  were  re- 

i  VoL  ii.  pp.  26.  27.  *  DmcI.,  p.  201.  *  Ibid.,  p.  20. 
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duced  ever  so  little.  He  is  thus  in  positfon  not  so  much 
to  minimize  the  size  and  importance  of  savers'  surplus 
as  to  imply  that  any  attempt  to  reduce  savers'  surplus 
by  reducing  the  interest  rate  would  be  to  court  disaster 
by  impairing  the  capital  fund.  His  argument  stands  or 
falls  according  to  the  validity  of  his  historical  evidence 
and  its  interpretation.  That  it  is  a  conclusive  proof,  he 
probably  would  not  hold;  that  he  may  have  overlooked 
important  considerations  is  pointed  out  below. 

In  his  diagrammatic  illustration  Taussig  so  places  the 
demand  curve  that  it  intersects  the  savings-cost  curve 
only  after  the  latter  has  flattened  out  to  a  nearly 
horizontal  position,  at  P'  (Fig.  1). 


1 


K 


SURPLUS 


FlGURB    1 


If  asked  why  the  curve  might  not  just  as  logically  be 
drawn  at  D*  D*,  crossing  the  cost  curve  where  it  is 
inelastic,  he  would  doubtless  answer  with  the  historical 
argument.  Yet  it  is  difficult  to  see  that  evidence  is 
offered  for  the  behef  in  a  large  volmne  of  marginal 
savings,  giving  warrant  for  flattening  out  the  cost  curve 
as  it  approaches  the  margin  P^ 
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Conceivably,  the  cost  curve  of  saving  could  take,  at 
extremes,  either  a  form  which  would  make  the  amoimt 
of  savers'  surplus  comparatively  small,  or  one  which 
would  make  that  surplus  the  chief  ingredient  of  the 
interest  charge.  The  first  extreme  is  illustrated  in 
Fig.  2,  the  second  in  Fig.  3. 


Figure  2 


SAVERS*  SURPLUS 


FlOUBB  3 

In  the  first  case  it  is  evident  that  even  a  slight  reduction 
of  the  interest  rate  below  BP'  would  result  in  a  very 
great  reduction  in  saving.  In  the  second  case  the  rate 
could  be  cut  in  half  without  material  reduction  in  sav- 
ings—  at  least  until  the  reduction  of  the  income  of 
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interest  recipients  had  lasted  long  enough  to  alter 
materially  the  distribution  of  income  classes,  and  so 
altered  the  shape  of  the  savings-cost  curve. 

Which  of  these  curves  more  nearly  represents  reality 
as  to  surplus  and  sacrifice  ?  There  are  good  reasons  for 
thinking  that  the  elastic  curve  in  Fig.  3  much  more 
nearly  represents  actual  facts  than  does  either  the  curve 
in  Fig.  2  or  Taussig's  curve  (Fig.  1)  —  in  other 
word8..^|t  the  amount  of  margjiial  savings  is  rdativdv. 
insipiific^t.  mTTipf^iyi  m  int.m-Tnarginal  savings. 

Intra-marginal  savings  belong  to  two  classes,  so  far  as  \ 
cost  or  sacrifice  is  concerned :  those  which  cost  no  sacri-  \ 
fice  and  which  would  be  saved  even  were  there  no^- 
terest,  and  those  the  sacrifice  cost  of  which  isjess  than 
the  interest  received,  and  which  would  be  saved  at  a 
rate  lower  than  the  current  market  rate.  These  two 
classes  of  savings  detennine  the  amount  of  saver's 
surplus,  for  any  given  interest  rate. 

The  problem  of  the  relative  amounts  of  marginal  and 
intra-marginal  savings,  and  with  it  the  larger  question 
of  the  amount  of  un^irned  interest  charge  which  society 
is  called  upon  to  pay  and  which  it  might  conceivably  find 
ways  of  avoiding,  is  one  to  which  no  exact  answer  can 
be  given.  Yet  that  certain  important  clues  have  been 
overlooked  by  the  conventional  marginal  analysis  seems 
clear.  A  scientific  answer  to  the  problem  must  involve 
a  real  attempt  to  analyze  the  tin}e-di£ferential  psy- 
chology of  different  income  classes,  to  determine 
statistically  where  the  bulk  of  savings  comes  from,  to 
examine  the  reasons  why  the  interest  rate  during  the 
nineteenth  century  was  sustained  at  a  point  above  2  per 
cent,  and  to  inquire  into  the  importance  of  corporate 
surpluses  and  bank  credit  loan  fimds. 
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II.  The  Sources  of  Savings 

The  first  point  of  departure  in  determining  the 
amount  and  importance  of  intra-mai^al  savings  and 
savers'  surplus  is  to  find  what  relative  proportion  of  the 
total  annual  cash  savings  come  from  the  different  in- 
come classes.  This  is  a  purely  objective  matter,  in- 
volving no  question  of  psychology  upon  which  hedonist 
and  non-hedonist  can  quarrel.  The  only  difficulty  is 
to  get  the  facts.  Unfortimately,  economic  theorists, 
under  the  spell  of  marginalism  and  the  ''logic  of  dif- 
ferences," and  more  or  less  unconsciously  following  the 
apologetics  trail  laid  down  by  classical  writers,  have 
been  too  preoccupied  with  trains  of  deductive  logic  to 
devote  endeavor  to  the  collection  of  statistics  bearing 
on  the  sources  of  savings.  Did  every  individual  keep 
accurate  accoimts  and  were  there  a  central  audit  of 
such  accoimts,  the  problem  of  fact  would  be  solved. 
It  would  then  be  possible  to  divide  the  population  into 
income  classes,  and  opposite  each  one  to  set  its  total  and 
its  per  capita  savings.  We  should  then  have  an  ac- 
curate index  of  the  amoimts  saved  by  the  ultrarwealthy, 
the  wealthy,  the  well-to-do,  and  the  poor;  and  it  would 
also  be  possible  to  gauge  the  amoimt  of  savings  derived 
from  funded  and  imfimded,  or  "property"  and  "serv- 
ice," incomes.  In  the  absence  of  any  such  social  book- 
keeping we  must,  with  Polonius,  "by  indirections  find 
directions  out."  It  might  be  possible  to  derive  esti- 
mates from  annual  cash  ba^  deposits  (were  such  de-  ^ 
posits  separately  accoimted),  from  life  insurance 
premiiuns,  investments  in  non-speculative  securities  of 
all  sorts,  money  sent  abroad  by  immigrants,  savings 
invested  in  real  estate  and  farm  improvements,  cor- 
porate surpluses  not  otherwise  accounted  for.   But  no 
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more  could  be  done  than  to  take  cash  investments  only, 
made  out  of  this  year's  savings,  and  to  arrange  the 
statistics  by  income  classes;  and  the  calculations  and 
estimates  would  at  best  be  comphcated  and  the  validity 
of  the  results  problematical.  The  only  attempt  at  this 
sort  of  thing  that  has  come  to  the  writer's  notice  is 
David  Friday's  estimate  of  the  amoimt  and  sources  of 
savings  in  the  United  States  during  the  war.^  But  while 
Friday  is  ingenious  in  discovering  sources  of  informa- 
tion, and  somewhat  daring  in  their  use,  he  makes  no 
attempt  to  distribute  savings  among  the  various  income 
classes. 

Fortunately  we  do  not  have  to  wait  for  the  intricate 
investigation  above  suggested.  Semi-<lirect  indication 
of  the  probable  derivation  of  savings  is  afforded  by  the 
statistics  of  income  published  by  the  Conomissioner  of 
Internal  Revenue,*  which  not  only  throw  definite  light 
on  the  probable  source  of  savings  by  income  classes 
but  give  ample  basis  for  inference  with  regard  to  the 
probable  extent  of  intra-marginal  savings  and  the 
amount  of  savers'  surplus. 

No  extended  application  of  these  statistics  to  the 
problem  in  hand  will  here  be  attempted,  but  certain 
significant  and  salient  facts,  derived  from  the  Com- 
missioner's first  three  summarizing  tables,'  may  be 
pointed  out. 

The  total  number  of  individuals  making  returns  was 
3,472,890.  Of  these,  1,640,758,  or  47.25  per  cent,  had 
incomes  of  from  $1000  to  $2000  each,  aggregating 
$2,461,137,000.  This  was  only  18.04  per  cent  of  the  to- 
tal income  returns  of  $13,652,383,207.  Unfortunately 
there  is  no  separate  tabulation  of  the  amoimt  of  tax  paid 

1  '*The  War  and  the  Supply  of  Capital."  Amerioan  Eoonomio  Review,  Supplement* 
March,  1919,  pp.  79-96. 

*  Statistiee  of  Inoome.    Compiled  from  the  retuma  for  1917,  Waahinston,  1919. 
'  Op.  eit.,  pp.  6,  0. 
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income  ranks,  if  we  are  to  accept  either  ''ability  to  pay '' 

or  ''equal  sacrifice"  as  a  criterion  of  assessment.    On 

the  contrary,  it  may  be,  for  instance,  that  $11.37  out  of 

an  income  of  $2000  or  $2500  represents  much  more 

really  a  sacrifice  of  present  wants  than  does  $11,385.11 

out  of  an  income  of  $90,000  to  $100,000,  or  $4,937,- 

731.25  out  of  incomes  "$5,000,000  and  over"  averaging 

$14,310,000  each.  The  $11.37  taken  from  the  poor  man 

represents  a  pair  of  shoes  needed  but  not  purchased. 

The  $11,385  taken  from  the  $90,000  income  represents 

at  most  the  sacrifice  of  some  marginal  luxury,  or  the 

conversion  to  public  pmposes  of  money  which,  along 

with  an  additional  part  of  the  $90,000,  would  have  been 

saved  and  invested  for  private  profit. 

Take  a  few  further  facts  from  these  tables.  The 
aggregate  of  incomes  under  $10,000  is  $8,469,487,000. 
Taxes  paid  out  of  these  incomes  total  $71,447,000; 
leaving  a  balance  of  net  income  of  $8,398,049,000,  or 
approximately  $2550  per  capita.  Incomes  of  $10,000 
and  over  aggregate  $5,182,896,000,  with  tax  deduction 
of  $603,802,000,  leavmg  a  net  mcome  of  $4,579,094,000. 
This  divided  equally  among  the  161,996  persons  in  this 
group  would  give  an  average  net  income  of  considerably 
over  $28,000  per  capita.  The  average  tax  paid  from  in- 
comes imder  $10,000  was  less  than  $22;  from  incomes 
over  $10,000  it  was  approximately  $3725.  In  other 
words  the  large-income  group  paid  per  capita  169  times 
as  much  tax  as  the  small-income  group.  And  this,  it 
must  be  remembered,  under  tax  rates  which  took  from 
the  very  largest  incomes  only  34  to  44  per  cent.  The 
reader  not  convinced  by  these  citations  that  the  dis-. 
tribution  of  income  is  such  that  there  is  an  enormous 
mass  of  costless  and  automatic  saving  may  derive 
further  food  for  thought  by  taking  some  set  income 
figures  for  each  class,  which  may  be  regarded  as  satis- 
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been  a  nonnal  peace-time  year,  would  have  been 
|9,750,000,000,  Friday »  puts  our  savings  in  1915  at 
19,000,000,000.  We  may  guess  at  $10,000,000,000  as 
nonnal  savings  in  1917  (against  the  $18,000,000,000 
which  Friday  estimates  actually  to  have  been  saved 
under  war  stimulus  and  prosperity).  Hobson,*  again, 
thinks  that  in  England  the  working  classes  may  save  as 
much  as  one-tenth  of  the  country's  annual  savings. 
Applying  the  same  rate  to  the  United  States,  the  sav- 
ings of  the  30,000,000  individuals  who  make  no  income 
tax  returns  would  normally  have  aggregated,  in  1917, 
$1,000,000,000.  This  would  have  been  somewhat  less 
than  ss  o^  ^^  total  income  as  estimated  above.  It 
does  not  seem  reasonable  to  assume  that  the  savings 
of  the  poor  can  bear  a  greater  proportion  than  this  to 
their  income.  If  these  admittedly  and  assuredly  long 
range  estimates  be  accepted  provisionally,  and  if  we 
should  assume  that  all  of  the  $1,000,000,000  estimated 
savings  of  the  poor  actually  became  a  part  of  the  loan 
fund,  we  should  arrive  at  the  conclusion  that  ai  least 
one-tenth  of  the  total  annual  contribution  to  the  loan 
fund  must  consist  of  money  saved  by  marginal  savers 
at  high  sacrifice.  Then  the  question  would  remain 
whether  so  small  a  fraction  of  the  savings  supply  as  one- 
tenth  is  sufficient  to  dominate  the  market  and  fix  the 
interest  rate,  as  the  marginal  analysis  requires.  Perhaps 
it  would  be,  were  it  under  unified  control,  to  be  ad- 
vanced or  withdrawn  from  the  loan  market  as  a  lump 
sum  or  in  large  amoimts.   But  such  is  not  the  case. 

It  must  be  pointed  out,  also,  that  no  matter  how  large 
the  aggr^ate  savings  of  the  poor  may  be,  they  are  no(  to 
any  great  extent  effective  savings.  The  main  channel  by 
which  savings  of  the  poor  become  a  part  of  the  loan  f  imd 

>  "The  Wmr  uid  the  Supply  of  Capttal.'*  American  Economie  Reriew,  Supplement. 
Uni«h«  1919,  p.  80. 

•  Work  «nd  Weelth,  p.  lOS. 
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is  probably  through  the  savings  banks.  In  1916,  savings 
bank  deposits  aggregated  $5,581,270,728.  Savings  de- 
posits proper  aggregated  only  $4,979,460,089,  or  a  per 
capita  average  of  only  $458  for  the  10,868,657  de- 
positors.^ There  is  apparently  no  ready  way  of  deter- 
nuning  the  turnover  of  these  deposits  —  that  is,  the 
amount  of  cash  deposited  in  a  given  year,  or  the  net 
deposit  for  a  given  year  —  but  it  is  evident  that  the 
annual  contribution  of  the  savings  banks  to  the  loan 
fund  is  a  mere  trickle.  Only  a  very  small  percentage  of 
the  estimated  annual  savings  of  $1,000,000,000  which 
we  have  attributed  to  the  poor  ever  gets  into  the  capital 
loan  fund.  Most  of  these  savings  go  for  rainy  days, 
funeral  expenses,  payments  on  homes,  etc.  —  in  other 
words  for  deferred  consumption.  Our  conclusion,  there- 
fore, is  in  agreement  with_Tau§ag!a.l  implication  that 
Uie  poor  save  little.  It  seems  exceedingly  difficult  to 
suppose  that  there  is  any  great  volume  of  effective 
savings  coming  from  the  poor  —  the  savings  which 
constitute  what  may  be  called  the  extensive  margin  of 
capital  supply. 

If  marginal  savers  do  not  contribute  an  important 
part  of  the  loan  fimd,  however,  it  may  be  that  there  is 
nevertheless  a  large  voliune  of  savings  made  at  the 
intensive  margin  by  intra-mai^inal  savers  —  that  is,  at 
the  line  of  doubt  and  felt  sacrifice  between  present 
spending  and  effective  thrift.  Analysis  of  the  psy- 
chology of  saving  in  the  different  income  classes,  how- 
ever, throws  grave  doubt  upon  the  actuality  of  any  such 
margin  as  an  effective  determinant  of  the  interest  rate. 

1  -  Report  of  the  Comptroller  of  the  Currency,  1016,  vol.  ii,  pp.  874,  883. 

*  Principlee  of  Eoonomiot,  vol.  ii,  p.  42.  Of.  CUrk,  Eseentiala  of  Economic  Theory, 
p.  847. 
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III,  The  Psychology  op  Saving 

We  must  now  glance  briefly  at  certain  aspects  of  the 
psycholc^y  of  saving.  To  the  degree  that  saving  is  the 
result  of  hedonistic  motivation,  the  amount  of  effective 
savings  is  of  course  influenced  by  the  interest  rate.  But 
in  what  way  ?  The  conventional  view  is  that  every 
reduction  of  the  rate,  however  slight,  cuts  off  some 
marginal  savers,  and  reduces  the  amoimt  saved  by 
others.  Opposed  to  this  is  Clark's  ^  contention  that 
reduction  of  the  rate  stimulates  saving.  Neither 
Clark's  view  nor  the  more  conunonly  accepted  one  is 
adequate,  however,  for  they  both  tend  to  draw  atten- 
tion from  the  huge  volmne  of  intrarmarginal  savings,  to 
ignore  the  differing  motivation  to  saving  in  different 
classes,  and  to  overestimate  the  responsiveness  of  sav- 
ing to  variations  in  the  interest  rate.  Behavioristic 
psychology  with  its  intensive  study  of  instinct  and 
habit  will  in  time  doubtless  help  to  throw  light  on  the 
motivation  of  saving  in  the  various  classes.  It  will 
almost  surely  come  to  the  support  of  those  economists 
who  have,  in  increasing  nmnbers,  questioned  the 
validity  and  sufficiency  of  the  simple  hedonistic  theories 
of  interest  and  saving.  But  some  hedonistic  element 
will  doubtless  remain.  We  shall  not  entirely  discard 
time  preference,  abstinence,  and  impatience,  as  ele- 
ments in  the  interest  problem.  Putting  the  matter 
roughly,  we  may  say  that  certain  aspects  of  produc- 
tion —  the  starting  of  a  new  project  and  bringing  it  to 
the  position  of  a  'Agoing  concern"  —  involve  a  roimd- 
about  process;    this  in    turn    involves  ''waiting"  — 

>  Fwwintiili  of  Econotnio  Theory,  ch«p.  zz.  See  also  Kleene,  Profit*  «nd  Wagsi, 
pp.  64,  65;  Conner,  Interest  and  Savings,  chap,  v;  Miicter,  The  Theory  of  Savers'  Rent 
•od  Some  of  Ito  Applications,  Quarterly  Journal  of  Economics,  April,  1809,  pp.  245- 
SOB,  and  English  works  there  dted. 
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possibly  abstinence  in  the  original  and  correct  significa- 
tion of  the  term  —  and  waiting  or  abstinence  have  to 
be  paid  for  because  men  are  impatient  for  present  con- 
sumption, that  is,  prefer  a  lump-sum  present  income  to 
annually  recurring  future  income.  Granting  the  result 
of  this  time  preference  and  its  attendant  impatience, 
granting  also  that  they  may  be  effective  at  some 
hypothetical  mai^,  the  conditions  which  affect  the 
strength,  direction,  and  sensitiveness  of  their  action 
must,  however,  be  explained.  Among  the  personal 
characteristics  of  individuals  which  affect  their  ''im- 
patience," Fisher  ^  names  foresight,  self-control,  habit, 
expectation  of  life,  and  love^of  posterity.  Taussig* 
names  among  other  influences,  imitation,  emulation, 
and  the  desire  to  transmit  to  children  ''a  sum  sufficient 
to  enable  them  to  take  their  place  among  the  leisure 
class  idlers."  A  point  insufficiently  emphasized  is  that 
these  personal  and  social  factors  influence  different 
\  classes  in  diverse  ways.  Moreover,  as  Conner  points 
out,  there  is  great  complexity  of  influence  and  motive 
even  within  the  same  class;  so  that  any  simple  linear 
explanation  of  the  relation  between  motive  or  sacrifice 
and  the  interest  rate  is  more  a  logical  exercise  than  a 
scientific  induction.  n 

We  have  just  considered  reasons  for  thinking  that  the 
effective  savings  of  the  poor  are  not  an  important  factor 
*  in  capital  supply.  But  even  if  they  were,  the  argument 
that  the  amount  saved  by  the  poor  will  increase  as  the 
interest  rate  rises  and  decline  when  it  falls  is  based  more 
on  assimiption  than  upon  ascertained  fact.  Security  of 
savings  and  a  machinery  for  encouraging  thrift  are 
probably  much  more  important  influences  upon  savings 
among  the  poor  than  is  the  interest  rate.   If  the  poor 

>  Elementuy  Prindples  of  Eoonomiot,  p.  876. 
*  Prindples,  toL  ii,  pp.  19,  20. 
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save  at  all  it  is  only  by  giving  up  spending  for  present 
goods  —  usually  by  reducing  expenditiue  even  on 
things  necessary  for  ^'health  and  reasonable  comfort."  ^ 
That  they  save^at  all  is  evidence  of  more  powerful  J 
motives  than  the  few  dollars  intercut  they  can  hope  to 
see  accrue.  Typical  of  the  savings  of  the  lowest  income 
classes  are  the  funeral  insurance  carried  at  heavy  cost 
in  the  industrial  insurance  companies,  and  the  money 
sent  by  immigrants  to  friends  and  relatives  in  their 
native  land.  Just  above  these  come  savings  for  imion 
funds  (either  insurance  or  strike  funds)  and,  in  the 
South,  savings  on  the  part  of  cottagers  to  buy  cheap 
automobiles,  which  the  climate  makes  well-nigh  a 
necessity.  Then  come  savings  which  more  nearly  ap- 
proach effectiveness  —  savings  for  siclmess,  oldjage, 
educating^children  —  in  short  maintaining  a  standard  of 
living  against  futiure  contingencies.  In  none  of  these 
does  it  seem  probable  that  the  rate  of  interest  has  great 
influence,  and  such  influence  as  it  has  is  probably  more 
in  accord  with  Clark's  conception  than  with  the  more 
generally  accepted  doctrine.  However,  a  lower  rate 
will  probably  not  cause'the  poor  to  save  more,  as  Clark 
would  have  it,  because  they  are  already  saving  all  that 
they  feel  they  can;  moreover,  they  are  saving  not  for  an 
income  through  interest  on  savings,  but  with  the  idea  of 
future  spending  of  the  principal  saved.  In  any  case 
slight  changes  in  the  interest  rate,  such  as  in  the  con- 
ventional marginal  analysis  are  supposed  to  be  effec- 
tive, will  have  practically  no  influence  one  way  or  the 
other  on  the  savings  of  the  class  under  discussion. 

It  is  in  the  great  middle  class  —  the  class  of  business 
and  professional  men,  with  incomes  of  from  S5000  to 
125,000,  that  variations  in  the  interest  rate  may  have 

1  This  k  the  ground  on  which  an  increasing  number  of  thoughtful  eoonomieU  and 
■odal  workera  question  the  deairability  of  exoeeeive  "thrift**  on  the  part  of  the  working 
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decided  influence  on  the  amount  of  saving.  Some  line 
on  the  importance  of  its  psychology  may  be  had  from 
the  fact  that  it  constitutes  24  per  cent  of  the  persons 
making  returns  to  the  Internal  Revenue  Collector, 
receives  25.75  per  cent  of  the  recorded  total  personal 
income,  and  pays  18.78  per  cent  of  the  personal  income 
tax.^  The  contributions  of  this  class  to  the  loan  fimd 
doubtless  constitute  an  important  part  of  the  supply  of 
capital.  The  nature  of  its  motives  to  saving,  the  in- 
tensity and  net  direction  of  its  subjective  time  pref- 
erence, and  its  habitual  attitude  toward  its  savings  are 
thus  significant.  This  class  is  peculiarly  the  victim  of 
conflicting  motives  —  the  one  set  social,  the  other  of  a 
businegg,  nature.  A  large  niunber  of  its  members  are 
"on  the  make."  Social  considerations  impel  them  to 
spend,  business  sense  to  save.  In  one  way,  both  social 
and  business  motives  would  make  for  high  interest.  In 
another,  not  so;  for  if  the  family  wishes  to  acquire  or 
maintain  a  social  position,  it  also  desires  to  maintain  or 
improve  that  position  in  the  future.  So  far  as  this  holds, 
the  interest  rate  probably  is  not  a  deciding  factor  in  thd 
amount  of  saving.  On  the  business  side,  however,  saving 
is  recognized  as  a  sine  qua  non  of  business  expansion.  If 
a  part  of  the  family  is  inclined  to  spend  much  now,  or  to 
save  for  future  social  position,  the  business  man  is  in- 
clined to  put  a  large  part  of  his  net  income  back  into  his 
business.  It  is  problematical  what  influence  the  interest 
rate  has  upon  him.  The  keener  Fe  is  for  the  greater 
profits  that  come  from  expanding  business  the  more  he 
will  save,  regardless  of  market  interest  rates.  And  what 
holds  for  the  individual  will  apparently  hold  for  the 
class  as  a  whole. 

John  Stuart  Mill's  statement  that  whether  a  thing  is 
capital  or  not  depends  upon  owner's  intention  is  tanta- 

>  Stotktioi  of  Income,  for  1917,  pp.  5,  0. 
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mount  to  sajong  that  the  business  man  can  spend  his 
entire  income,  including  what  should  be  written  off  for 
repairs  and  depreciation  —  the  replacement  flow  —  if 
he  wants  to.  If  we  mean  by  conservative  saving  that 
which  enables  us  to  maintain  our  capital  fund  (whether 
capital  goods  or  loan  funds)  intact,  without  increase  or 
decrease,  and  by  cumulative  saving  that  which  increases 
our  capital  fund,  then  Mill's  dictum  —  which  is  essen- 
tially followed  by  most  modem  economists  —  implies 
that  the  conservative  saving  necessary  to  maintain  the 
replacement  flow  involves  sacrifice,  just  as  does  cumuli^ 
tive  saving.^  Taking  the  facts  of  business  psychology 
broadly,  this  conclusion  is  assuredly  far  from  the  truth. 
It  overlooks  altogether  the  results  of  habit  and  of  bus- 
iness point  of  view.  As  Kleene*  aptly  remarks,  ^' the 
maintenance  of  a  capital  sum  once  saved  .  .  .  prob-  \ 
ably  means  little  subjective  cost  to  the  confirmed  saver  J 
even  if  he  be  the  recipient  of  only  a  moderate  income^  -^ 
And  again,  we  must  agree  with  Kleene  when  he  em- 
phasizes' the  importance  of  ''the  stores  of  capital 
amassed  in  the  past  which,  whatever  may  have  been 
their  cost  of  abstinence  in  the  saving,  are  now  main- 
taiaed  inviolate  from  all  thought  of  ever  being  con- 
sumed, and  incapable,  therefore,  ^of  decrease  except 
through  misfortune."  Where  will  you  find  a  business 
man  who  does  not  feel  a  sort  of  horror  at  the  thought  of 
''going  into  his  capital  ?  " 

Coming  to  the  class  of  wealthy  and  ultra-wealthy,  we 
see  the  redoubled  power  of  habit  and  of  the  business 
point  of  view  with  regard  to  the  inviolability  of  capital 
(illustrated,  for  instance,  even  in  the  field  of  philan- 
thropy by  gifts  of  endowment  with  understanding  that 
only  the  income  of  the  principal  is  to  be  used).  Where, 

I  Eren  Hofason  holdi  tUt  fkm,  Woik  nd  W««lth,  p.  92. 
•  FMSi  and  WafMf  P*  SI, 
s  Ibid.,I>.  03. 


c 


22  QUARTERLY  JOURNAL  OF  ECONOMICS 

as  in  the  well-to-do  middle  class,  a  family  is  trying  to 
climb  higher  in  the  social  and  economic  scale,  the  mo- 
tives to  spending  vs.  saving  are,  as  we  have  seen,  com- 
plex and  conflicting.  There  the  outcome  depends  much 
upon  the  intensity  of  social  ambition,  upon  the  realiza- 
tion of  the  desirability  of  building  a  sound  financial 
basis  for  the  future  maintenance  of  position,  and  upon 
father's  or  husband's  determination  to  enlarge  his 
business  in  some  disregard  to  present  ''keeping  up  with 
the  Joneses."  If,  in  the  middle  class,  interest  rate  is 
probably  a  factor  of  entirely  secondary  importance  in 
the  determination  of  the  deciding  line  between  saving 
and  spending,  in  the  wealthy  and  ultra-wealthy  class  it 
can  scarcely  be  said  to  cut  any  figure  worth  speaking  of. 
The  higher  income  classes  —  say  of  over  $50,000  — 
save  mechanically,  with  little  or  no  sacrifice  of  present 
wants  (tho  doubtless  a  few  "climbers"  may  be  found  in 
these  upper  altitudes  also)  and  in  the  mam  without 
hedonistic  calculation.  This  is  not  sajdng  that  they  will 
not  get  as  high  a  rate  of  interest  as  they  can.  That  is 
part  of  the  business  tradition  —  to  charge  what  the 
traflSc  will  bear.  It  is  merely  sajdng  that  they  would 
probably  save  nearly  as  much  as  they  now  do  even  were 
the  interest  rate  cut  in  half  or  even  to  a  fraction  of  one 
per  cent.  All  present  wants,  even  at  enormously  wasteful 
and  conspicuous  standards  of  expenditure,  are  satisfied 
without  present  spending  of  more  than  a  fraction  of 
present  income.  If  this  be  not  true,  one  of  the  current 
justifications  in  favor  of  large  incomes  falls  to  the 
ground,  for  we  are  told  again  and  again  that  the  posses- 
sors of  ''swollen"  fortunes  do  not  really  use  more  than  a 
very  small  part  of  their  enormous  incomes.  As  a  matter 
of  fact,  they  cannot.  All  they  can  do  is  to  turn  the  huge 
unexpended  annual  or  quarterly  balance  back  into  the 
loan  and  investment  fund. 


■•.  % 
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We  thus  arrive  at  the  fact  of  automatic  cosUeas  savingsi  p 

—  ma  sense  compulsory  savings  —  and  get  furtherj 
light  upon  the  importance  of  the  concept  of  savers'  sur-' 
plus.    For  all  the  interest  on  automatic  savings  is 
savers'  surplus. 

We  have  seen  that  the  poor  do  not  contribute  an  i 
appreciable  amount  to  effective  savS^.    Also  that  the 
middle  classes  are  actuated  by  such  a  complex  of  con- 
flicting motives  that  what  they  do  save  —  an  important 
fraction  of  the  investment  fund  —  is  saved  in  partial  v 
disr^ard  of  the  interest  rate.    It  is  most  difficult  to 
estimate  the  net  economic  outcome  of  the  social  and 
business  psychology  of  this  class,  but  it  is  probably  safe 
to  say  that  if  they  cannot  get  a  high  rate  of  interest 
they  will  take  a  low,  without  greatly  reducing  their 
savings.  The  active  business  element  will  do  so  because 
they  are  most  interested  in  ^^|^ts  and  business,  expan- 
sion,  the  passive  rentiers  because  they  have  an  inviolate 
sum  which  must  find  investment  no  matter  how  low  the 
rate.  If  this  be  true,  we  must  conclude  that  the  ratio  of 
savers'  surplus  to  interest  income  is  in  this  class  very 
high.   Finally,  in  Ihe  upper  income  ranks,  most  saving       % 
is  automatic  and  costless,  and  practically  the  entue 
interest  charge  represents  unearned  mcome  (savers' 
surplus).     Taking   the  classes  which  contribute  the 
bulk  of  the  loan  fund,  we  are  forced  to  jhe  conclusion  I 
that  savers'  surplus,  altho  it  may  not  beexactly meas- \ 
urable,  constitutes  by  far  the  major  portion  of  the 
total  interest  charge  upon  industry. 

It  should  be  pointed  out,  however,  that  the  more 
complex  the  motivation  in  economic  life,  and  the  less 
simply  hedonistic  the  calculations  of  an  individual  or  a 
dass,  the  less  definite  becomes  the  concept  of  savers' 
surplus,  and  the  greater  the  difficulty  of  finding  any 
exact  measure  of  its  amount.    The  active  business 
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man's  motive  to  saving  is  a  profit-motive  rather  than 
an  intei;^t-motive.  It  is  a  positive  chance  to  make 
money  luuer  than  a  conscious  offsetting  of  abstinence- 
sacrifice.  He  sees  a  chance  to  gamer  large  profits  and 
hence  may  save  even  tho  his  impatience  rate  be  high 
and  the  market  interest  rate  low.  He  is  in  position  to 
pay  himself  more  than  the  market  rate.^ 

What,  then,  becomes  of  the  conventional  marginal 
analysis  of  the  interest  problem  ?  If  the  forgoing 
treatment  of  the  subject  is  substantially  true  the 
marginal  analysis  stands  in  need  of  serious  revision. 
fThe  hypothetical  mathematically  hedonistic  marginal 
saver  may  exist,  but  it  is  doubtful,  no  matter  how  many 
of  the  type  there  be,  whether  he  contributes  more  than 
a  comparatively  unimportant  trickle  to  the  stream  of 
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effective  savings.  Certainly  more  objective  proof  than 
has  thus  far  been  adduced  by  the  marginalists  must  be 
forthcoming  before  the  realistic  theorist  can  be  con- 
vinced that  the  marginal  savers  occupy  anything  like 
the  strategic  position  in  the  market  for  loan  funds  that 
has  been  attributed  to  them.  As  to  the  ''marginal 
savings "  of  intra-marginal  savers  —  the  intensive 
margin  of  savii^s  —  the  marginal  analysis  can  perhaps 
make  out  a  better  case.  Here,  however,  appears  the 
miisleading  and  erroneous  simplification  of  data.  The 
motives  to  saving  vs.  spending  are  assumed  to  be  of  a 
calculating  hedonistic  nature;  little  attempt  is  made  to 

>  My  oolleagae,  Prof  eisor  Spurgeon  Bell,  holdB  that  there  is  no  one  marginal  rate  of 
■aerifice  but  that  "each  man  is  a  eaver  at  the  rate  avulable  for  him,  at  least  of  such 
funds  as  he  might  not  have  saved  except  for  his  exceptional  opportunities."  This  is  in 
line  with  the  thought  of  the  paper  with  regard  to  the  psychology  of  saving.  Professor 
Bell  also  points  out  that  there  is  no  one  HKe  even  of  pure  or  net  interest,  but  that  on  the 
contrary  rates  differ  not  only  in  different  localities  but  in  the  same  locality  as  between 
borrowers  who  can,  and  those  who  cannot,  resort  to  alteimative  markets  for  their  loans. 
It  follows  that 'the  large  borrowers  probably  get  their  funds  at  a  lower  rate  of  net 
interest  than  do  small  ones.  Such  facts  illustrate  the  great  deficiencies  which  must  be 
recognised  in  the  working  of  competition.  They  greatly  complicate  the  attempt  at  a 
realistic  analysis,  but  they  cannot  be  ovwlooked  if  we  are  to  have  a  true  conception  of 
interest  phenomena. 
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asoertain  the  eomplex  and  conflicting  motives  in  a  given 
dasBy  or  to  analyze  the  varying  resultants  of  complex 
motivation  in  different  classes;  the  influence  of  habit 
and  point  of  view  is  largely  ignored;  and  practically  no 
serious  attempt  has  been  made  to  discover  what  pro- 
portion of  the  cash  loan  fund  is  derived  from  the  various 
income  classes.  With  the  overemphasis  —  the  almost 
exclusive  emphasis  —  upon  the  intensive  and  extensive 
margins  of  savings  as  the  determinant  of  the  interest 
rate,  the  far  greater  influence  of  intra-marginal  savings 
upon  the  supply  of  capital  and  hence  upon  the  interest 
rate  has  been  overlooked. 

This  erroneous  emphasis  is  merely  the  application,  in 
the  interest  problem,  of  the  wider  misemphasis  in  the 
problem  of  value  at  large.  Crude  marginalism  has  it 
that  the  marginal  firm,  t.  e.,  the  least  efScient  firm  in 
actual  business,  fixes  the  selling  price  of  a  product. 
Where  differences  of  advantage  between  firms  are  not 
permanent,  it  is  evident,  however,  both  from  expe- 
rience and  from  reason,  that  in  the  long  run  the  intra- 
marginal  firms  are  in  position  to  drive  the  marginal 
firms  out  of  business  whenever  they  choose  to  do  so.  In 
the  long  run  the  eflScient  firijas^JiQliJihe  price-deter- 
mining power,  and  if  tney  refrain  from  cutting  prices  on 
the  less  efl&cient  it  is  only  because  by  so  refraining,  and 
by  allowing  the  inefficient  firms  to  sell  at  a  price  cover- 
ing their  higher  costs*  the  efficient  firms  gain  a  higher^ 
total  of  profits.  Far  from  being  the  pricedeterminerSy 
the  so-called  marginal  firms  exist  ^nlyon  sufferance,! 
and  because  it  is  to  Jihe  interest  of  the  lower-cost  pro-' 
ducers  to  allow  them  some  share  in  the  market.  Mar- 
shall makes  recognition  of  these  considerations  in  his 
somewhat  indefinite  concept  of  the  representative 
firm.  An  applicatipn  of  this  "representative"  concept 
might  perhaps  be  helpful  in  an  analysis  of  the  interest 
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problem.  The  "representative  savers"  are  not  the 
margmal  savers,  who  contribute  so  little  to  the  effective 
loan  fund,  but  the  intra-marginal  savers  of  the  middle 
and  wealthy  classes,  who  save  from  habit,  from  class 
tradition,  very  largely  without  close  or  sensitive  re- 
sponse to  changing  interest  rates,  and  for  the  most  part 
with  a  large  savers'  surplus,  if  not  entirely  automatically 
and  without  cost.  Did  competition  work  with  that 
idealistic  perfection  by  impUcation  attributed  to  it  in 
the  older  texts,  and  even  in  some  that  are  current, 
intrarmarginal  producing  firms  would  assuredly  compete 
with  one  another  and  with  the  marginal  firms,  until  all 
were  brought  either  to  the  concentrated  (and  hence 
potentially  monopoUstic)  control  of  large  scale  com- 
panies or  to  the  imif  orm  standard  of  excellence  and  the 
"constant  costs"  characterizing  the  "static  state,"  in 
which  competition  is  based  not  upon  price  but  on 
brands,  goodwill,  and  the  like.  Similarly,  we  may  say 
that  price  competition  in  the  service  of  saving  is  limited 
and  imcertain.  Just  as  in  "business"  a  monopoly-like 
element,  even  in  what  is  regarded  as  competition,  is  to 
be  found  in  the  habitual,  conventional  level  of  profits 
which  successful  producers  "expect,"  so  in  the  field  of 
capital  supply  there  is  strong  suggestion  of  habit  and 
convention  operative  in  the  nuddle  and  upper  income 
classes  and  leading  them  to  take  for  granted,  as  a  matter 
of  course,  a  level  of  interest  which  jrields  a  large  non- 
competitive surplus  over  and  above  any  assignable 
"cost"  of  saving.  To  say  that  this  is  a  responsive 
marginal  rate  would  be  far  from  the  truth.  The  mar- 
ket rate,  being  established  in  a  medium  of  leisure  class 
habit,  convention,  and  point  of  view,  gives  no  proof  of 
being  a  competitive  rate  based  upon  costs. 
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IV.  CoBPORATE  Surpluses  and  Bank-Credit 

Loan  Funds 

Before  we  have  a  complete  view  of  the  extent  of 
savers'  surplus  and  costless  savings  we  must  give  brief 
consideration  to  corporate  surpluses  and  to  the  relation ) 
of  the  commercial  banking  system  to  capital  creation. 

Corporation  net  earnings  not  distributed  to  share- 
holders but  reserved  as  surplus  and  eventually  invested 
in  enlargement  of  the  plant  and  business/  constitute  an 
important  part  of  total  savings. 

Friday  gives  the  following  estimate  of  the  amounts 
of  corporate  surplus  reinvested  in  the  United  States, 
1911-18.« 

1911 $988,000,000 

1912 1,334,000,000 

1913 1,469,000,000 

1914 1,044,000,000 

1915 2,418,000,000 

1916 4,982,000,000 

1917 5,400,000,000 

He  further  estimates  the  total  savings  in  this  coimtiy 
as  follows:  * 

1913 $6,600,000,000 

1915 9,000,000.000 

1916 14,500,000,000 

1917 18,000,000,000 

1918 22,000,000,000 

*  In  strioi  aimlytis,  oorpwftte  replaoement  and  tinking  f unda  ahould  be  rlniwfid  m 
Mnriogi^  if  we  are  to  indade  under  that  term  "eoneenrative"  savingB,  which  according 
to  the  accepted  rlawrii^l  theory  are  juat  as  much  eavinge  and  involve  sacrifice  just  as 
modi  as  do  "cumulative**  savings,  which  add  to  eaintal  equipment  rather  than  merely 
maintain  it.  For  a  simpBoity  of  exposition,  however,  corpwate  sinking  funds  and  re- 
plaeement  acoounts  are  here  left  out  of  consideration. 

s  David  Friday.  "The  War  and  the  Supply  of  Capital,"  American  Economic  Review, 
Supplement.  March,  1919,  p.  85. 

•  IlwL,p.9L 
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It  follows  that  corporate  savings,  if  these  estimates  be 
accepted,  represented  the  following  percentages  of  total 
savings: 

1918 22.6% 

1916 26.8 

1916 34.4 

1917 33.8 

1918 24.6 

Of  course  a  large  part  of  the  increase  in  both  corporate 
and  total  savings  is  nominaJjonh^,  being  due  to  inflated 
prices.  There  is  also  proEable  weight  in  Friedman's 
criticism  that  Friday  has  not  made  sufficient  allow- 
ance for  duplications  of  investment  and  for  inflated 
inventories.*  But  we  are  not  in  this  connection  con- 
cerned with  increase  of  savings.  The  significant  fact  is 
that  in  1913  corporate  savings  appear  to  constitute  one- 
fifth  of  total  savings.  Moreover  when  we  look  at  the 
figures  for  profits  of  the  industrial  corporations  during 
the  war  it  is  not  hard  to  beUeve  that  corporate  surpluses 
really  rose  to  heights  which  amounted  to  one-third  of 
the  total  savings  of  the  country. 

Whatever  the  actual  amoimt  of  corporate  saving  may 
be,  no  one  will  question  that  it  is  in  the  aggregate 
enormous.*  The  question  then  remains,  does  it  involve 
abstinential  sacrifice  or  is  it  costless  ?  No  categorical 
answer  can  be  given.  The  true  answer  would  depend 
upon  the  rate  of  dividend  paid  on  actual  investment, 
the  amount  of  stock  held  by  each  individual,  the  dis- 
tribution of  stockholders  in  the  various  income  classes, 
and  the  closeness  of  their  hedonistic  calculations.  To 
the  extent  that  stock  is  held  in  large  blocks  by  wealthy 

>  "  The  War  and  the  Supply  of  Capital,"  American  Economic  Review,  Supplement, 
Biarch,  1919,  p.  04. 

s  **A  large  part  of  the  annual  harvest  of  thrift,  perh^;*  the  largest  part,  oonsiats  of 
profits  earned  by  bunness  concerns  and  turned  immediately  back  into  business  or  re- 
investment in  rdated  kinds  of  productive  activity."  T.  8.  Adams,  "  Effects  of  Income 
and  Inheritance  Taxes  on  the  Distribution  of  Wealth,"  American  Economic  Review, 
Supplement,  March,  1915,  p.  289. 
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individuals,  corporate  saving  may  be  considered  cost-  [ 
less.  In  general,  no  matter  who  holds  the  stock,  cor- 
porate saving  is  saving  "at  the  source"  and  whatever 
sacrifice  there  might  be  in  an  equal  amount  of  savings 
out  of  individual  incomes  after  those  incomes  were  once 
received  is  greatly  reduced  by  taking  out  the  corporate 
surplus  before  dividends  are  declared.  Probably  there 
is  no  important  connection  between  any  psychology  of 
sacrifice  and  corporate  savings.  We  may  agree  with 
Friday,  therefore,  that  at  least  in  periods  of  rapidly 
increasing  production  and  profits  ''a  high  interest  rate 
is  not  necessary  to  stimulate  savings,"  and  that  "the 
psychological  factors  of  abstinence  and  the  under- 
estimation of  futiure  wants  are  entirely  inadequate  to 
explain  the  fluctuations  in  the  supply  of  capital."  ^ 

We  come  now  to  the  banks'  part  in  capital  formation. 
According  to  Moulton  the  proportion  of  cash  reserves  to 
loans  in  the  commercial  banks  of  the  country  is  about 
1  to  16.  For  every  $1000  cash  reserve  the  commercial 
banking  system  creates  loan  funds  of  $16,000.  "This 
capital,"  he  says,  "is  only  partly  working  or  operating 
capital;  to  the  extent  that  the  funds  borrowed  are  em- 
ployed in  the  creation  of  plant  and  equipment  it  is 
'  fixed '  capital  that  has  been  augmented."  ^  He 
further  estimates  that  20  per  cent  of  the  non-collateral 
loans  made  by  banks  to  business  concerns  are  used  for 
the  creation  of  fixed  capital.'  He  does  not,  however, 
give  the  evidence  upon  which  this  estimate  is  made, 
merely  saying  that  it  is  based  on  "investigations  ex- 
tending over  a  period  of  several  years."  He  gives  for 
1916,  the  following  estimates  of  loans  of  an  investment 
natiure  made  by  the  banks:  * 

>  Op.  dt.,  p.  93. 

*  "Commeroud  Banking  and  Capital  Formation,'*  Journal  of  Politioal  Economy, 
June,  1918,  p.  649. 

•  Ibid.,  p.  648.  «  Ibid.,  tables,  pp.  666-658. 
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done)  without  curtailment  of  the  present  consumption 
demand  necessary  as  a  stimulus  and  motive  to  lively 
business  activity. 

There  is,  of  coiu-se,  a  limit  to  the  expansion  of  these 
practically  costless  bank  loans.  Eventually,  business 
enterprise  absorbs  all  the  bank  credit  available  (imless 
reserves  be  enlarged  through  saving)  and  no  further  in- 
crease of  loan  funds  without  retjifinchment  in  ciirrent 
consumption  is  possible.  Even  so,  however,  there 
remains  (again  barring  commercial  depression)  a 
permanent  costless  investment  of  approximately  $9,- 
500,000,000  which  may  be  compared  to  conservative 
saving,  with  the  difference  that  it  represents  only  $600,- 
000,000  actual  conservative  saving. 

Whether  in  the  long  run  society  is  any  better  off,  as- 
suming that  these  $9,500,000,000  of  bank  credit  are  at 
the  i)ermanent  disposal  of  entrepreneurs,  may  be  ques- 
tionable. For  whichever  way  the  causal  relation  be- 
tween price  level  and  expanding  bank  loans  may  lie  — 
and  it  is  probably  mutual  —  it  is  evident  from  both 
logic  and  experience  that  the  banks'  multiplication  of 
the  circulating  medium  and  rising  prices  f^  concomi- 
tant phenomena.  In  the  long  run  $9,500,000,000  bank 
loan  investment,  as  over  against  the  otherwise  possible 
$600,000,000  cash  investment,  represents  just  that 
much  more  pecimiary  demand  and  intensified  competi- 
tion, at  higher  prices^  on  the  part  of  business  men  to  get 
labor  and  materials.  But  the  same  thing  can  be  said, 
at  lower  price  levels,  for  any  increase  in  cash  savings. 
The  significant  fact  is  that,  at  any  given  price  level, 
whatever  amount  of  bank  loan  inves^ent  there  i^ 
constitutes  a  very  real  part  of  the  capital  fund  —  and  is 
practically  devoid  of  any  abstinence  cost. 

If  the  foregoing  analysis  of  the  psychology  of  saving 
and  the  sources  of  the  loan  fund  is  in  the  main  true,  it  is 


32  QUARTERLY  JOURNAL  OF  ECONOMICS 

evident  that  certain  results,  important  in  a  general 
theory  of  distribution,  must  flow  from  it.  What  these 
corollaries  are  need  not  here  be  discussed,  save  in  one  or 
two  cases. 

One  of  these  has  to  do  with  taxation,  and  especially 
with  income  and  excess  profits  tax. 

There  can  be,  it  would  seem,  no  reasonable  doubt 
that  heavy  tax  rates  on  large  incomes  reduce,  perhaps 
by  nearly  as  much  as  the  amount  of  the  tax  collected 
therefrom,  the  amount  of  savings  tmned  back,  without 
sacrifice,  into  the  investment  flow.  A  similar  argimient 
may  be  used,  but  with  less  force,  in  the  case  of  high 

• 

taxes  on  corporate  profits.  So  far  as  such  taxes  reduce 
the  so-called  corporate  surplus  —  the  surplus  of  earn- 
ings over  dividend  pajrments  —  they  do  reduce  the 
amount  of  costless  ^  savings  set  aside  by  corporations. 
Whether  such  heavy  taxation  is  advisable  or  not  de- 
pends, among  other  things,  upon  (1)  the  ability  of  the 
government  to  make  more  socially  productive  use  of  the 
tax  proceeds  than  private  enterprise  would  make  of 
them  as  savings  and  reinvestment  funds,  and  (2)  the 
effect  of  sjjch  taxation  on  the  interest  rate.  These 
questions,  however,  of  great  present  interest  and 
importance  as  they  are,  lie  somewhat  to  one  side  of  the 
main  line  of  our  inquiry.  The  essential  points  are  that 
the  principles  of  ability  to  pay  and  equal  sacrifice  in 
taxation  are  properly  appUcable  to  the  theory  of  capital 
formation,  and  that  income  statistics  indicate  the 
magnitude  of  costless  savings. 

The  second  point  relates  to  the  theory  of  discounted 
advances  to  laborers  and  to  the  independent  deter- 
mination of  a  definite  interest  rate  by  some  subjective 


>  '*Coetlen*'  so  far  as  the  immediate  process  of  oreatiog  and  reinvesting  the  surplua 
is  conoemed.  There  may  be  heavy  cost  to  workers,  in  low  wages,  long  hours,  and  poor 
working  conditions;  to  the  consumer  in  high  prices,  and  even  to  stockholders  who  are 
in  only  moderate  financial  ciroumstances.  But  the  saving  is  done  **at  the  source"  and 
whatever  indirect  cost  is  involved  is  softened  by  that  fast 
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margmal  cost  or  sacrifice.  The  whole  trend  of  our  argu- 
ment must,  if  accepted,  throw  grave  doubt  upon  the 
conception  of  an  independently  determined  rate.  And 
if  there  is  no  such  independent  subjective  determina- 
tion all  theories  of  interest  based  upon  such  subjective 
factors  are  open  to  suspicion.  Furthermore,  Taussig's, 
discounted  marginal  productivity  theory  of  wages  will 
have  to  be  amended  in  essential  particulars,  even  if  it 
does  not  have  to  give  way  to  some  more  realistic,  if  less 
simple,  theory.  For  that  theory  requires  as  a  basis  a 
discount  rate  independently  determined  by  the  sub- 
jective cost  (time  preference,  impatience,  abstinence) 
of  the  large  volume  of  javings  which  its  author  thinks 
(erroneously,  according  to  the  above  analysis)  can  be 
found  at  the  margm.  This  subjective  margmal  dis-  * 
count  rate  he  attempts  to  remove  from  the  realm  9f 
metaphysical  psychology  by  appeal  to  objective  fact  — 
the  fact  that  the  pure  interest  rate  has  been  tolerably 
constant  for  over  a  century  and  that  it  has  not  fallen 
below  2  or  2i  per  cent.  His  historical  argument  is  not 
convincing,  however,  and  the  present  writer  feels  bound  / 
to  reject  it,  not  only  upon  grounds  suggested  in  the; 
preceding  pages,  but  from  historical  facts  to  which « 
Taussig  has  not  given  sufficient  emphasis. 

The  entire  period  since  the  industrial  revolution  — 
the  period,  roughly,  in  which  the  interest  rate  is  regarded 
as  having  been  fairly  stable  —  was,  it  must  be  remem- 
bered, a  period  of  remarkable  industrial  and  commercial 
expansion.  The  race  between  invention  and  accumula- 
tion— to  which  Taussig  gives  such  suggestive  and  fertile 
attention/  was  never  so  swift  —  may  never  be  so  again. 
On  the  whole,  invention  won.  This  period  was  also,  on 
the  whole,  one  of  remarkable  expansion  in  consmnption. 
A  lively  effective  demand  for  consumers'  goods  co- 

>  Prindplei,  toL  ii,  p.  27. 
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operated  with  remarkable  improvement  in  productive 
technique,  rapid  and  revolutionary  invention  and  instal- 
lation of  expensive  machinery,  and  a  market  expanded 
geographically  beyond  the  dreams  of  preceding  cen- 
turies. Great  profits  of  manufacturing  and  conunerce 
made  saving  easy,  concentration  of  wealth  made  much 
of  it  costless,  the  development  of  corporations  and  con- 
servative dividend  policies  introduced  saving  at  the 
source  —  corporate  surpluses  —  and  in  the  last  half 
century  the  remarkable  development  of  commercial 
banking  added  a  new  method  of  providing  loan  funds  at 
extremely  low  sacrifice  cost.  In  spite  of  these  low-cost 
or  costless  methods  of  savings  and  ''advances"  the 
expansion  in  demand,  imtil  late  decades,  was  so  great 
;  that  the  interest  rate  had  no  occasion  or  opportunity  to 
I  fall  to  an  extraordinarily  low  level.  Had  it  not  been  for 
expanding  opportunities  of  foreign  investment,  how- 
ever, it  seems  certain  that  the  outlet  for  smplus  funds  in 
the  later  decades  would  not  have  been  large  enough  to 
drain  off  savings  at  a  rate  of  even  2  per  cent.  Other- 
wise how  are  we  to  explain  the  scramble  for  foreign 
investment  opportimitifes  ? 

If,  then,  the  objective  historical  facts  relied  upon  to 
prove  the  existence  of  minimum  subjective  sacrifice  rate 
of  at  least  2  or  2^  per  cent  prove  inadequate  to  that 
task,  and  if  examination  both  of  the  sources  of  savings 
and  of  the  actual  complex  motivation  and  behavior  of 
savers  gives  no  indication  that  marginal  savers  and 
marginal  savings  occupy  the  strategic  position  in  the 
fixation  of  the  market  rate  of  interest  assigned  to  them 
by  the  conventional  marginalist  doctrine,  what  becomes 
of  the  doctrine  of  discounted  advances  ? 

The  foregoing  analysis,  indeed,  should  suggest  anew 
the  insuflSciency  of  all  theories  of  distribution  based 
upon  hedonistic  marginalism,  aiid  all  theories  which 
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directly  or  by  implication  make  any  certain  '' 
dudble  minimum"  rate  of  interest  the  first  charge  upoi 
industrial  product.  Such  theories  are  essentially  resid- 
ual theories.  While,  under  any  system  of  economic 
organization,  capital  must  be  kept  up  and  this  upkeep 
must  be  allowed  for  before  the  net  product  is  distrib- 
uted, it  seems  probable  to  the  writer  that  inductive, 
factual  research,  in  place  of  metaphysical  logic  and  a 
pseudo-scientifically  simplified  psychology,  will  lead 
toward  some  bargain  theory  of  distribution  rather  than 
toward  any  form  of  residuatism  or  imputed  pro- 
ductivity. 

These  considerations,  however,  would  take  us  beyond 
the  scope  of  the  present  article,  the  main  purpose  of 
which  is  to  suggest  anew  the  magnitude  and  importance 
of  savers'  surplus,  and  to  leave  to  the  reader  speculation 
as  to  the  possibility  or  practicability  of  the  social  ap- 
propriation of  this  surplus  —  a  surplus  apparently  just 
as  ''imeamed"  as  the  socially  produced  increment  in 
land  rent.  Such  speculation  need  Jby  no  means  take  one 
into  the  realm  of  socialism,  for  there  are  obvious  means, 
some  direct,  some  indirect,  for  social  appropriation  of 
as  much  of  the  surplus  as  it  would  be  safe,  in  the  in- 
terests both  of  justice  and  expedience,  to  attempt  to 
take.  The  direct  means  lie  with  the  workers,  their 
higher  standards  of  living,  cessation  of  redundant  imr 
migration,  a  lower  labor-class  birth  rate,  and  increased 
effectiveness  of  bargaining  power.  The  indirect  means 
lie  through  perhaps  even  more  steeply  graduated  income 
and  profits  taxes  together  with  more  scientific  and 
intelligent  appUcation  of  public  revenues  to  sociak 
purposes. 

A.  B.  WOLFB. 
UnVflBBITT  OF  TBLAS. 
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Tho  industrial  morale  is  closely  related  to  the  state  of 
contentment  or  imrest  of  the  working  f orce,  the  two  are 
not  to  be  confused.  Industrial  morale  refers  to  the  de- 
gree of  cooperation  extended  by  the  employees  of  an 
enterprise  to  the  management  in  the  course  of  their 
work,  the  interest  they  manifest  in  their  work,  and  in 
the  enterprise  by  which  they  are  employed,  and  their 
willingness  to  assume  a  share  of  the  responsibility  that 
their  work  is  properly  and  expeditiously  done.  The 
test  of  industrial  morale  is  the  degree  of  cooperation 
extended  by  the  men  to  the  management  in  the  opera- 
tion of  the  plant.^ 

Industrial  morale  has  acquired  recognition  as  a  mat- 
ter of  prime  importance  largely  as  a  result  of  the  shift  in 
economic  power  from  capital  to  labor  which  has  accom- 
panied the  war  and  which  has  resulted  in  the  passage  in 

1  Thb  b  not  intonded  to  be  a  oomprobenaire  definition  of  "  industrial  morale."  In 
other  connections  it  may  prove  desirable  to  gire  the  term  a  considerably  broader  meaa- 
inc.  The  above  statement  is  intended  to  give  a  definite  meaning,  broad  enough  for  the 
purpose  of  the  present  discussion. 
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large  measure  of  the  control  of  production  from  the 
hands  of  capital  into  the  hands  of  labor.  Before  the  war, 
capital's  economic  superiority  was  sufficient  in  most  m- 
dustries  to  give  it  what  was  regarded  as  a  fairly  satis- 
factory control  over  the  output  of  its  men.  By  holding 
over  labor  the  fear  of  discharge,  capital  was  able  in  con- 
siderable degree  to  control  the  speed  of  work,  and  to 
compel  labor  to  produce  what  the  management  re- 
garded as  a  fairly  adequate  day's  work.  Because  of  the 
control  over  output  which  capital's  economic  superi- 
ority placed  in  their  hands,  managers,  altho  aware  of 
labor's  lack  of  interest  in  production,  and  even  of  the 
deliberate  efforts  of  workmen  to  limit  it,  did  not  regard 
the  unsatisfactory  state  of  industrial  morale  as  an  ur- 
gent and  pressing  problem.  On  the  contrary,  they 
tended  to  accept  labor's  lack  of  interest  in  production 
as  more  or  less  inherent  in  the  very  nature  of  things, 
and  hence  were  inclined  to  regard  attempts  to  develop 
labor's  cooperation  as  not  only  imnecessary  but  useless. 
As  a  matter  df  fact,  the  control  over  production  which 
capital's  superiority  in  pre-war  days  gave  to  the  man- 
agement was  by  no  means  as  complete  as  managers 
themselves  supposed  it  to  be.  Despite  their  economic 
inferiority  and  despite  the  pressure  applied,  the  men 
frequently  were  able  to  withhold  output  on  a  substantial 
scale,  and  the  efforts  of  managements  to  exact  more  out- 
put merely  stimulated  more  concerted  efforts  among  the 
men  to  withhold  it.  In  the  period  immediately  preceding 
the  war,  managers  were  awakening  to  the  incomplete- 
ness of  their  control  over  production,  and  as  a  result 
were  beginning  to  realize  the  importance  of  industrial 
morale  and  the  need  of  developing  a  more  cooperative 
attitude  on  the  part  of  their  men.  The  great  majority 
of  managers,  however,  still  remained  satisfied  with  the 
degree  of  control  over  production  afforded  by  their 
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over  output,  the  permanent  trend  is  likely  to  be  a  grad- 
ual growth  in  labor's  economic  strength,  and  with  it  an 
ever  increasing  ability  on  the  part  of  labor  to  resist 
driving  and  to  make  output  dependent  on  its  own  will- 
ingness to  produce.  Hence  industry  must  face  the  fact 
that  the  permanent  problem  will  be  how  to  function 
efficiently  with  economically  powerful  labor,  how  to 
maintain  satisfactory  output  despite  impaired  economic 
control  over  workmen  by  the  management.  Tho  this 
problem  temporarily  may  become  less  serious,  it  is  likely 
in  the  long  run  to  become  steadily  more  acute.^ 

This  paper  will  not  attempt  to  discuss  the  con- 
structive aspects  of  the  problem  of  industrial  morale, 
to  analyze  ways  and  means  by  which  labor's  cooperation 
in  production  may  be  developed.  It  will  be  primarily 
confined  to  the  more  f  imdamental  aspects  of  the  prob- 
lem —  to  an  analysis  of  the  principal  causes  of  the  pre- 
vailing low  state  of  industrial  morale.  Analysis  of  the 
causes  for  the  existing  low  industrial  morale  may  suggest 
constructive  measures,  but  no  attempt  will  be  made  to 
outline  a  definite  program. 

i  Th0  f  undMitenttt]  natore  of  this  problem  ia  apparant.  The  attainment  of  a  Ugh 
•■neial  wage  level,  with  all  that  it  impliea  from  the  atandpoint  of  human  welfare,  re- 
giiireB,aeeo«dins  to  aooeptedeoonomio  theory,  that  labor  be  relatiTelysearoe.  Butif.aa 
ttie  aoarQity  and  economic  power  of  labor  inoreaae,  ita  efficiency  deereaaca,  labor'a  gain 
in  wagea  will  tend  to  be  relatire  only,  not  abeolute  and  aubatantiaL  The  attainment  of 
maiimnm  real  wagea  dependa  upon  the  ability  to  check  the  tendency  for  labor'a  effi- 
eienqr  to  deoreaae  aa  ita  aoardty  increaaea. 

In  noting  the  wg«iflA^«f»*  of  ohangca  in  labor's  economic  power  attention  should  be 
directed  to  the  effect  oftheae  changea  upon  managerial  methods.  Too  often  in  discua- 
aiona  of  ayatema  and  phOoeophiea  of  management  an  abaolutiat  point  of  view  haa  been 
adopted  and  wpeti&e  sjrstema  of  management  have  been  recommended  aa  the  only  true 
*'acientifie"  ayitema  of  management.  Aa  a  matter  of  fact  the  deairability  of  managerial 
poBciea  dependa  largely  upon  economic  conditiona.  The  drive  system  of  management 
waa  fairly  effective  aa  long  aa  labor  waa  economically  weak.  But  when  capital  loat  ita 
economic  dominance,  the  drive  aystem  broke  down  and  managers  sought  new  methods 
of  handling  labor.  Already  with  the  passing  of  labor  scarcity  a  return  to  the  old  drive 
methoda  ia  occurring.  The  aame  dependence  of  managerial  methods  vipon  the  relative 
economic  atrength  of  managed  and  managers  ia  obaervable  in  the  handling  of  different 
of  labor. 
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II 

Of  the  numerous  causes  which  combine  to  create  low 
industrial  morale  several  of  great  importance  may  be 
passed  over  with  little  or  no  discussion.  Fatigue,  ill 
health,  and  nervous  strain  are  well  known  to  cause  low 
morale  but  analysis  of  the  extent  to  which  modem  in- 
dustrial conditions  and  processes  produce  these  physical 
and  nervous  causes  must  be  left  to  the  physiologist  and 
the  psychologist.  No  explanation  is  needed  of  the  effect 
upon  morale  of  the  belief,  widespread  among  workmen 
and  far  from  wholly  unjustified,  that  if  they  work  too 
hard  they  will  work  themselves  out  of  their  jobs.  Dis- 
satisfaction of  the  workers  with  their  treatment  by  the 
management  is  to  be  counted  among  the  most  impor- 
tant causes  of  low  morale,  for  it  is  common  knowledge 
that  men  tend  to  hold  back  and  to  do  as  little  as  possible 

*  for  those  against  whom  they  feel  a  grievance.  Another 
important,  tho  self-evident,  cause  of  low  morale  is  the 
widely  prevalent  belief  among  workmen  that  there  is 
gross  unfairness  in  the  distribution  of  burdens  and 
benefits  in  society,  that  the  wage  earners,  who  perform 
the  heaviest,  dirtiest,  least  interesting,  and  most  dis- 
agreeable tasks,  receive  unreasonably  small  shares  in 
the  good  things  of  life.  Workmen  who  feel  this  keenly 
do  not  respond  readily  to  attempts  to  interest  them  in 
more  production.  They  feel  that  they  already  are  doing 

vmore  than  their  share  of  the  disagreeable  and  onerous 
work  that  is  to  be  done  and  incline  to  seek  compensa- 
tion for  the  unattractiveness  of  their  jobs  and  the 
meagreness  of  their  pay  by  doing  less  rather  than  more 
whenever  opportunity  occurs.  Mitigating  the  severity 
or  disagreeableness  of  their  jobs  by  ''taking  it  easy"  is 
the  only  means  at  their  disposal  for  partially  equalizing 
what  they  conceive  to  be  the  unjust  distribution  of 
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benefits  and  burdens  and  they  use  this  means  without 
compunction.  Finally,  and  perhaps  most  important 
and  self-evident  among  all  the  causes  of  low  morale,  is  ' 
the  use  of  drive  methods  by  managements  to  sustain 
and  increase  output.  A  more  effective  means  of  creat- 
ing low  morale  could  scarcely  be  conceived,  because  the 
drive  system  renders  conflict  instead  of  cooperation  be- 
tween the  men  and  management  inevitable.  The  drive 
system  recognizes  no  standard  day's  work.  On  the 
contrary  the  aim  is  constantly  to  force  up  the  speed  of 
work.  The  men  naturally  resist  these  efforts.  In  conse- 
quence the  working  pace  becomes  the  subject  of  a 
constant  struggle  between  the  men  and  the  manage- 
ment. But  men  do  not  codperate  with  those  against 
whom  they  are  struggling.  Instead  of  affording  a  basis 
and  inducement  for  codperation,  the  drive  system  comr  ^ 
pels  the  men  to  concentrate  their  attention  and  in- 
genuity upon  limiting  output,  and  upon  frustrating  the 
efforts  of  the  management  to  push  up  the  pace. 

in 

Low  industrial  morale  is  a  natm^  effect  of  the  adop- 
tion by  the  workmen  of  the  prevailing  business  philr 
OGophy  of  the  time.  This  philosophy  is  one  of  ''getting" 
rather  than  ''giving,"  of  profit  making  rather  than  serv- 
ice rendering.  Business  men  frankly  admit  that  they 
are  in  business  not  primarily  to  render  service,  but  to 
make  money.  Anything  less  is  not  business,  but  phil- 
anthropy. Business,  as  the  business  man  sees  it,  is  a 
bargaining  process  in  which  each  party  is  justified  in 
getting  as  much  and  in  giving  as  little  as  possible.  It 
is  not  the  duty  of  either  party  to  a  bargain  to  see  that 
the  other  receives  an  equivalent  for  what  he  gives;  on 
the  contrary,  the  ability  to  drive  an  advantageous  bar- 
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bufdness  leaders  denounce  the  practice  of  an  acquisitive 
philosophy  by  labor  as  long  as  workmen  observe  that 
business  enterprises  practice  the  same  philosophy. 

Not  only  does  the  pursuit  of  business  for  profit  by  em- 
ployers encourage  workmen  to  practice  the  same  phil- 
OGophy,  but  the  knowledge  of  workmen  that  they  are 
employed  by  organizations  which  are  primarily  seeking 
profit  rather  than  rendering  service,  lessens  their  in- 
terest in  work  and  their  willingness  to  do  their  best. 
Realizing  that  their  employers  keep  for  themselves,  in 
80  far  as  they  are  able,  the  benefits  of  the  workmen's 
skiU  and  exertion,  and  that  an  increase  in  their  efficiency 
means  firot  of  all  larger  profits  for  the  employers  and 
only  incidentally  and  indirectly  benefits  for  the  public, 
the  men  tend  to  feel  themselves  instruments  for  creat- 
ing private  profit  rather  than  for  rendering  useful  serv- 
ice.^ But  they  cannot  feel  inclined  to  exert  themselves 
greatly  in  the  interest  of  some  one's  private  gain.  On 
the  contrary,  the  belief  that  the  principal  and  imme- 
diate effect  of  improvement  in  their  efficiency  will  be 
greater  gains  for  their  employers  and  that  by  doing 
more  or  better  work  they  will  more  than  ever  be  playing 
the  part  of  mere  profit  making  machines,  renders  them 
indifferent  to  how  much  they  do  and  how  well  they  do 
it,  unwilling  to  attempt  more  or  better  work.  Much  has 
been  written  recently  of  the  creative  impulse  and  of  the 
conditions  in  modem  industry  which  hinder  its  de- 
velopment. Important  among  these  conditions  are  the 
belief  of  the  men  that  the  principal  result  of  more  or 
better  work  is  the  enhancement  of  private  profits  and 
their  aversion  to  playing  the  part  of  profit  creating 
instruments. 

>  The  ftttHade  of  the  workmen  is  Ultistrated  by  a  remark  of  an  okl  lathe  hand  who 
ran  a  manhine  next  to  that  of  the  writer  in  a  Chioago  factory  seven  jrears  ago.  Speaking 
of  his  feeling  at  the  dose  of  the  day's  work  he  said,  "  You  don't  feel  as  if  you'd  acoom- 
plished  anything.  And  yon  haven't.  You're  just  made  a  horse  of  yourself  so  some  one 
cbe  ean  take  things  easy.  You  ought  to  be  put  in  a  stable  and  fed  just  like  a  horse." 


INDUSTRIAL  MORALS  45 

This  process  of  inspiring  fear  among  the  workmen  was 
admirably  adapted  also  to  inspiring  hatred.  In  propor- 
tion as  the  management  succeeded  in  arousing  fear  of 
itself  among  the  men  it  succeeded  also  in  arousing  an- 
tagonism. The  effect  upon  morale  is  obvious.  Men 
endeavor  to  render  good  service  to  those  toward  whom 
they  bear  good  will  but  withhold  their  co5peration  from 
those  toward  whom  they  bear  ill  will.  The  drive  system 
stimulated  the  workers  to  withhold  production  merely 
as  an  expression  of  antagonism  to  the  management. 
With  the  changed  economic  position  of  labor  during  the 
last  five  years,  the  drive  system  has  had  to  be  severely 
tempered  or  abandoned.  The  old  fear  of  the  manage- 
ment has  largely  gone  and  labor's  habit  of  docility  has  at 
least  temporarily  been  broken.  The  resentment  and 
antagonism  aroused  in  pre-war  days  by  the  drive 
methods,  however,  still  remain  and  continue  to  cause  a 
deliberate  withholding  of  output. 


Among  the  things  which  induce  men  to  feel  responsi- 
bility for  the  character  of  their  work  is  the  conviction 
that  the  job  is  important,  that  it  makes  a  difference  how 
it  is  done,  and  that  in  doing  it  the  workman  is  making 
himself  of  some  importance.  Take  away  this  feeling 
that  the  work  is  important  and  it  tends  to  become 
drudgery,  which  the  men  then  seek  to  lighten  by  do- 
ing as  little  as  possible.  Modem  industry  contains  a 
nimiber  of  influences  which  tend  to  diminish  the  im- 
portance of  their  work  in  the  eyes  of  the  workmen  and 
consequently  their  disposition  to  feel  a  keen  responsi- 
bility for  the  character  of  their  workmanship.  The 
acquisitive  philosophy  which  actuates  business  enter- 
prises is  to  be  reckoned  such  an  influence  because  it 
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that  "anyone  can  do"  after  a  few  days'  or  weeks'  ex- 
perience. The  workmen  have  this  emphatically  im- 
pressed upon  them  by  observing  new  men,  often  of 
nationalities  which  they  regard  as  inferior,  being 
brought  into  the  shop  and  taught  the  work  in  a  short 
time.  They  realize  the  unexacting  character  of  their 
work,  how  little  skill  or  judgment  it  requires,  and,  in- 
stead of  feeling  pride  and  satisfaction  in  doing  it,  look 
with  contempt  upon  it  and  feel  more  or  less  himiiliated 
because  compelled  to  do  it. 

To  feel  the  importance  of  his  work  and  responsibility 
for  the  manner  in  which  he  does  it,  the  workman  must 
know  what  he  is  doing,  what  piupose  the  part  he  is^ 
working  upon  serves  in  the  finished  product,  and  how 
the  service  rendered  by  the  finished  product  will  be 
affected  by  faulty  performance  of  his  operation.  Many 
workmen,  however,  are  ignorant  of  these  matters.  The 
parts  they  work  upon  are  to  them  merely  pieces  of  wood 
or  metal  upon  which  they  perform  given  operations  in 
given  ways  without  definite  vision  of  what  would  happen 
when  the  finished  product  is  used,  should  their  operation 
be  improperly  done,  (it  is  only  recently  that  enterprises 
have  undertaken  to  teach  men  the  significance  of  their 
]obfit:> 

Tlie  practice  of  working  to  standards  of  accuracy 
tends  to  prevent  the  men  from  feeling  themselves  and 
their  work  of  importance  because  of  ability  to  do  excep- 
tionally accurate  work.  Custom  has  caused  them  to 
regard  skill  principally  as  ability  to  do  exacting  and 
difi&cult  work  rather  than  ability  to  do  much  work. 
They  tend  to  feel  more  pride  in  ability  to  do  good  work 
than  in  ability  to  work  fast.  The  system  of  working  to 
predetermined  standards  of  acciuracy  limits  the  worker's 
opportunity  to  distinguish  hhnself  by  doing  work  of 
exceptional  quality,  for  to  pass  inspection  a  part  need 
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only  be  of  standard  acciu-acy.  Parts  which  are  better 
than  the  standard  are  treated  no  differently  from  parts 
which  barely  pass.  The  only  distinction  is  between 
parts  which  are  up  to  standard  and  those  which  are  not. 
'A  workman,  tho  able  to  do  work  substantially  superior 
to  that  required,  will  receive  no  credit  for  such  excep- 
tionally accurate  work. 

Finally,  the  policy  pursued  by  many  managements,  of 
endeavoring  to  build  up  in  the  men  the  feeling  that  they 
are  of  little  importance,  their  services  of  little  value,  and 
they  themselves  easily  to  be  dispensed  with  now  prevents 
the  men  from  appreciating  the  importance  of  their  work. 
This  policy  is  similar  to  the  one  previously  discussed,  of 
endeavoring  to  create  fear  of  the  management,  and,  like 
it,  has  been  pursued  as  a  part  of  the  drive  system  and 
for  the  purpose  of  rendering  the  workmen  more  sub- 
missive to  drive  methods.  Managements  have  believed 
that  if  the  men  learned  to  regard  their  work  and  conse- 
quently themselves  as  important,  they  would  lose  their 
docility,  become  self-assertive  and  diflScult  to  control. 
To  render  them  docile  and  easily  handled,  it  is  desirable 
that  they  regard  themselves  and  their  services  as  of  little 
importance  to  the  enterprise.  Hence  by  such  means  as 
criticizing  freely  but  commending  sparingly,  a  hair- 
trigger  readiness  to  discharge,  telling  those  with  griev- 
ances to  get  jobs  elsewhere  if  dissatisfied,  and  by  the 
general  attitude  maintained  toward  the  men,  manage- 
ments have  endeavored  to  build  up  among  them  a  feel- 
ing that  they  are  of  little  consequence. 

This  policy  has  had  a  twofold  effect.  In  the  first 
place,  in  causing  the  men  to  feel  themselves  of  little 
importance,  it  has  inevitably  led  them  to  feel  their 
work  of  little  importance.  Hence  it  has  tended  to  leiaen 
the  men's  feeling  of  responsibihty  toward  their  work. 
In  the  second  place,  the  policy  has  conflicted  with  the 
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recognition  of  merit  and,  as  a  result,  has  fostered  the! 
feeling  among  the  men  that  the  management  did  not^ 
appreciate  merit  and  was  miwilling  to  recognize  it.   In 
order  to  cause  the  workers  to  feel  themselves  of  little 
importance  it  was  desirable  that  merit  be  not  freely 
recognized.   Too  generous  recognition  of  merit,  it  was 
felt,  would  encourage  the  workers  to  feel  themselves  of 
value  to  the  enterprise,  develop  a  feeling  of  self-confi- 
dence and  independence  among  them,  and  lessen  their 
willingness  to  submit  to  drive  methods.    The  effect  of  f 
lack  of  appreciation  of  merit  upon  morale  is  discussed 
more  in  detail  below. 

VI 

Adequate  recognition  of  merit  and  good  service  is  an 
important  prerequisite  to  high  industrial  morale.  Fail- 
ure of  managements  to  recognize  merit  and  good  service 
adequately  means  much  more  than  a  mere  lack  of  mar 
terial  rewards  to  stimulate  the  men  to  do  their  best. 
In  the  first  place,  it  is  important  as  an  indication  of  the 
attitude  and  temper  of  the  management.  The  lack  of 
material  rewards  for  merit  naturally  leads  the  workmen 
to  feel  that  the  management  does  not  appreciate  good 
service.  No  exertion  is  more  repugnant  to  workers, 
however,  than  that  which  they  believe  will  not  be  ap- 
preciated. The  feeling  that  good  service  is  not  appre- 
ciated is  nearly  as  potent  as  the  lack  of  rewards  for  good 
service  in  deterring  the  men  from  exerting  themselves 
to  render  service  of  exceptional  merit.  In  the  second 
place,  failure  to  recognize  merit  is  important  because  it 
tends  to  deprive  the  men  of  definite  hopes  for  better 
things  in  the  future.  Men  can  endure  disagreeable  and 
discouraging  conditions  for  a  considerable  period  with- 
out serious  lowering  of  morale,  provided  they  have 
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possible,  being  granted  only  when  regarded  as  necessary 
either  to  prevent  the  men  from  leaving  or  to  allay  dis- 
content. Since  old  employees  often  become  more  or  less 
attached  to  their  jobs  and  not  only  less  likely  to  leave 
but  also  less  likely  to  complain,  the  policy  of  paying  no 
more  than  necessary  has  resulted  frequently  in  old  and 
experienced  employees  receiving  less  than  younger  men 
of  less  skill  and  experience  but  more  difficult  to  hold. 
It  has  also  resulted  in  the  taking  on  of  new  men  at 
higher  rates  than  those  received  by  men  already  em- 
ployed, the  management  being  compelled  to  pay  the 
market  rate  to  obtain  new  men,  but  finding  itself  able, 
temporarily  at  least,  to  hold  men  already  employed  at 
a  rate  slightly  below  the  market.^  In  short,  the  tendency 
of  the  traditional  wage  policy  has  been  to  cause  wage 
increases  to  go  not  necessarily  to  the  most  deserving 
but  to  those  who  were  regarded  as  most  likely  to  quit 
or  to  make  trouble  and  to  those  who  were  good  at  talk- 
ing to  the  foreman  and  who  were  not  afraid  to  risk  their 
jobs  by  asking  for  more  money.* 

>  Within  the  last  year  the  writer  waa  hired  by  a  large  factory  at  five  cents  an  hour 
more  than  the  rate  recaved  by  the  man  who  showed  him  how  to  run  his  machine.  All 
new  men  for  the  given  class  of  wotk  were  given  the  same  rate  reqeived  by  the  writer, 
whidb  was  uniformly  higher  than  that  received  by  those  already  in  the  employ  of  the 
enterxviee  and  doing  this  jwrtieular  grade  oi  work. 

*  The  traditional  wage  policy  has  resulted  inevitably  in  flagrant  injustices.  For 
•sample,  an  employee  in  a  middle  western  factory  received  thirty«five  cents  an  hour 
aUho  other  men  doing  the  same  work  received  fifty-five  cents.  The  manager  stated  that 
to  obtain  new  men  to  do  the  work,  he  would  be  oompdled  to  pay  fifty-five  cents.  He 
also  stated  that  the  tiiirty-five  cent  man  was  as  competent  as  any  of  the  others  and 
worth  as  much  as  any  of  them.  He  received  leas,  the  manager  said,  because  he  was  an 
old  en^iloyee  who  had  been  with  the  firm  for  some  twenty  years  and  had  become  so  at- 
tached to  his  job  that  it  was  felt  that  there  was  no  likelihood  of  his  leaving,  espeeiaUy 
dnoe  his  age  would  handicap  him  in  obtaining  a  desirable  job  elsewhere.  Hence  it  had 
been  considered  unnecessary  to  raise  him  when  the  others  had  been  raised. 

In  an  eastern  automobile  factory  one  of  a  gang  received  ten  cents  an  hour  less  than 
the  others  doing  the  same  work.  Asked  whether  this  worker  was  less  competent  than  the 
others,  the  manager  replied  that  he  was  not  but  on  the  contrary  was  one  of  the  best  in  the 
gang.  He  received  lees,  the  manager  said,  because  he  was  a  cripple  and  hence  would  have 
diffionhy  in  obtaining  paying  work  elsewhere.  The  manager  also  stated  that  the  work- 
man was  somewhat  timid  and  had  not  asked  for  an  increase  or  eapiessed  dissatisfaction 
with  his  wage.  Hence  no  necessity  of  raising  him  had  been  felt. 
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VII 

The  development  of  the  highest  degree  of  interest  in 
the  job  and  the  keenest  sense  of  responsibility  for  the 
character  of  its  performance  presupposes  a  belief  that 
the  job  or  at  least  the  workman's  connection  with  his 
employer  is  more  or  less  permanent.  Hence  the  transi- 
tory and  precarious  nature  of  much  of  the  employment 
in  modem  industry  is  to  be  accoimted  a  source  of  low 
industrial  morale.  Herein  appears  the  significance^ 
from  the  standpoint  of  morale,  of  the  absence  of  mar 
chinery  for  the  adjustment  of  grievances,  and  of  the 
failure  either  to  protect  workmen  against  arbitrary  dis- 
charge by  provision  for  truly  judicial  inquiry  into 
alleged  cases  of  incompetency  or  misconduct,  or  to 
protect  workers  against  lay-off  by  regularization  of  pro- 
duction or  by  reduction  of  the  working  period  instead 
of  the  force  in  slack  times.  Realizing  that,  in  absence 
of  machinery  for  the  adjustment  of  grievances,  to  leave 
is  their  only  recomrse  in  event  of  dissatisfaction  with 
conditions  of  employment  (barring  appeal  to  the  man- 
agement, which  too  often  has  been  futile),  and  realizing 
also  that  they  may  at  any  time  lose  their  jobs  by 
discharge  or  lay-off,  workmen  are  discouraged  from 
r^arding  their  employment  in  a  given  establishment 
as  permanent,  from  looking  forward  to  an  extended 
career  in  the  establishment,  and  from  cherishing  hope 
of  advancing  by  meritorious  service  to  more  respon- 
sible, more  exacting,  and  better  paying  work.  They 
inevitably  feel  the  slighter  degree  of  interest  in  their 
jobs  and  the  less  keen  sense  of  responsibility  for  their 
workmanship  which  arise  out  of  the  feeling  that  the 
work  is  likely  to  be  but  temporary. 
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VIII 

Most  important  of  all  in  creating  the  prevailing  low 
state  of  industrial  morale  is  the  workmen's  conception 
of  the  relationship  prevailing  between  themselves  and 
industry  —  the  feeling  on  the  part  of  wage  earners  that 
instead  of  industry  being  conducted  for  their  benefit  as 
well  as  for  the  benefit  of  the  stockholders^  it  is  devoted 
almost  exclusively  to  advancing  the  interests  of  the 
stockholders,  and  that  instead  of  workmen  being  a 
part  of  industry  and  insiders  in  it,  they  are  outsiders 
whom  industry  is  not  interested  in  serving,  but  from 
whom  it  is  interested  in  getting  all  that  it  can. 

So  contradictory  to  the  non-wage  earner's  conception 
of  industry  is  that  of  the  workman  that  it  is  difficult  for 
non-wage  earners  to  appreciate  the  workman's  point  of 
view.  To  those  outside  the  wage  earning  class,  industry 
is  a  servant  —  a  tremendously  powerful  and  beneficent 
servant,  which  makes  possible  our  relatively  high  stand- 
ard of  living.  The  non-wage  earner  compares  the  com- 
forts and  conveniences  of  the  present  day  with  those  of  a 
century  ago  and  realizes  that  it  is  modem  industry  with 
its  machines  and  technical  experts  which  makes  possible 
the  difference.  The  fact  that  industry  makes  possible 
the  existing  ways  of  living  is  to  him  its  distinguishing 
feature,  the  thing  which  determines  his  conception  of 
it  and  molds  his  attitude  toward  it.  To  the  non-wage 
earner,  industry  before  everything  else  is  a  servant  — 
the  efficient  servant  which  enables  him  to  live  as  well 
as  he  does. 

To  the  wage  earner  with  his  radically  different  con- 
tact, industry  is  far  from  being  a  willing  and  efficient 
servant  to  which  he  should  be  grateful  for  making  pos- 
sible his  present  standard  of  living  and  for  helping  him 
to  raise  it.  The  workman  is  aware  of  the  constant  en- 
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deavor  of  industry  to  make  itself  more  efficient.  He 
knows  of  the  elaborate  staff  of  operating  and  technical 
experts  which  industry  maintains  to  improve  machmes 
and  processes,  to  discover  new  short  cuts,  and  to  speed 
up  the  men  —  all  for  the  sake  of  "more  production" 
and  "lower  costs."  The  workman  realizes  to  some  extent 
the  zeal  and  persistency  with  which  these  experts  apply 
themselves  to  the  task  of  increasing  the  efficiency  of  in- 
dustry and  the  ingenuity  and  skill  which  they  display. 
But  the  workman  is  also  well  aware  that  the  object  of 
this  pursuit  of  efficiency  is  not  to  benefit  him.  He  knows 
that  industry  does  not  seek  efficiency  in  order  to  pay 
higher  wages  or  to  grant  shorter  hours,  or  to  put  itself 
in  a  position  to  mitigate  the  severity  of  the  wage 
earner's  task.  He  knows  that  it  seeks  to  serve  one  in- 
terest and  one  interest  only.  It  seeks  to  be  more  efficient 
in  order  that  it  may  pay  higher  dividends.  Hence  the 
wage  earner,  unlike  the  non-wage  earner,  is  unable  to 
regard  industry  as  his  servant.  To  him  it  is  only  the 
servant  of  the  stockholders. 

The  workman,  however,  does  not  merely  observe  that 
industry  makes  no  positive  endeavor  to  advance  his 
interests  (except  such  incidental  and  imimportant  assisr 
tanceasitextendsin  the  form  of  "welfare  work").  He 
observes  that  in  the  case  of  each  of  the  three  principal 
prerequisites  to  the  attainment  of  a  richer  and  more 
enjoyable  life,  more  money,  more  leisure,  and  reUef  from 
fatigue,  industry  positively  opposes  rather  than  aids 
him.  If  the  workman  desires  higher  wages  he  usually 
encounters  opposition.  If  he  desires  a  shorter  working 
period  he  likewise  finds  opposition.  Industry  has 
sought  to  maintain  the  ten  hour  and  even  the  twelve 
hour  day  and  in  some  instances  the  seven  day  week.  It 
has  shown  little  interest  in  the  relief  of  fatigue  and,  in- 
stead of  seeking  to  lessen  the  severity  of  work,  has 


I 


66  QUARTERLY  JOURNAL  OF  ECONOMICS 

sought  constantly  to  increase  speed.  The  indirect 
effects  of  efficiency  upon  the  standard  of  life,  which  the 
economist  is  fond  of  stressing,  the  workman  does  not 
see.  What  he  does  see  is  the  deUberate  and  conscious 
effort  of  industry  to  keep  wages  low  and  hours  long,  and 
to  increase  the  speed  of  work.  Hence  he  learns  to  see  in 
industry  not  a  servant  seeking  to  help  him  to  Uve  better 
but  a  master  seeking  to  dominate  him,  to  hold  him  down 
rather  than  to  help  him  advance,  an  obstacle  rather 
than  an  aid  in  his  struggle  for  a  better  life.  To  the  ques- 
tion, "What  does  industry  do  for  you  ?  "  the  non-wage 
earner  promptly  answers,  ''Makes  possible  my  high 
standard  of  living";  but  the  wage  earner  answers, 
"Works  me  as  hard  as  it  can,  pays  me  as  Uttle  as  it  must, 
and  fires  me  if  I  kick." 

Consider  the  effect  of  the  workman's  conception  of 
industry  and  of  its  relation  to  him  upon  industrial 
morale.  What  could  be  better  calculated  to  destroy  his 
sense  of  obUgation  toward  the  enterprise  by  which  he  is 
employed  and  his  willingness  to  cooperate  to  make  it 
successful  and  to  promote  its  prosperity,  than  the  feeling 
that  iiis  seeking  to  dominate  and  use  him  ratherlhan  to 
lagire  him,  that  it  is  working  against  him  rather  than  for 
him,  that  it  is  seeking  to  pay  him  as  Uttle  as  it  finds 
necessary,  to  prevent  his  wages  from  going  any  higher 
than  it  can  help,  to  keep  his  working  day  at  as  many 
hours  as  possible  and  to  get  more  and  more  out  of  him 
by  pushing  up  the  speed  of  the  work  ?  If  one  party  to 
an  arrangement  seeks  to  give  as  little  and  to  get  as 
much  as  possible,  is  it  not  natural  for  the  other  party 
to  do  likewise  ?  No  one  would  expect  a  workman  who 
feels  that  his  employer  pays  the  bare  minimum  which 
economic  conditions  compel  him  to  pay  to  reciprocate 
by  doing  his  best  to  promote  the  interests  of  his  em- 
ployer.   Workers  cannot  be  expected  to  be  more  in- 
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terested  in  promoting  the  prosperity  of  industry  than 
industry  is  in  promoting  the  prosperity  of  workmen. 
When  industry  seeks  to  keep  wages  low  and  hours  long, 
when  it  consistently  resists  the  workmen's  efforts  to 
raise  their  standard  of  life,  workmen  cannot  be  expected 
to  be  interested  in  helping  to  make  profits  large.  The 
workman  fails  to  see  why  he  should  help  the  business 
man  make  money  when  the  business  man  is  not  helping 
him  to  make  money.  An  active  effort  on  the  part  of  the 
workmen  to  promote  the  prosperity  of  industry  can 
scarcely  be  expected  until  the  workmen  feel  that  indus- 
try is  a  friendly  rather  than  a  hostile  force;  imtil  they 
beUeve  it  is  devoted  to  the  promotion  of  their  interests 
rather  than  the  exploitation  of  their  weakness;  until 
they  beUeve  it  is  interested  in  making  wages  higher  not 
in  keeping  them  low,  in  making  hours  shorter  not  in 
keeping  them  long,  and  in  mitigating  the  severity  of  the 
work  not  in  enforcing  the  maximum  speed;  until  they 
believe  they  will  promptly  and  directly  share  in  any  in- 
crease in  the  prosperity  of  industry.  Wages  and  condi- 
tions of  labor  must  be  determined  by  the  same  principle 
by  which  dividends  are  determined  —  by  the  abUity  of 
industry  to  pay  more  or  to  improve  conditions  not  by 
the  necessity  of  so  doing. 

This  appears  to  touch  the  crux  of  the  problem  of  in- 
dustrial morale.  Workmen  cannot  be  expected  to  feel 
the  maximum  interest  in  the  afifairs  of  industry  and  the 
greatest  willingness  to  cooperate  in  order  to  promote  its 
prosperity,  unless  they  are  able  to  identify  themselves 
with  industry,  to  feel  themselves  to  be  a  part  of  it, 
insiders  in  it,  and  to  feel  also  a  sense  of  ownership  in  it. 
The  feeling  of  belonging  to  a  thing  appears  conmionly 
to  induce  a  feeling  of  ownership  toward  it.  They  can- 
not feel  themselves  to  be  a  part  of  industry  nor  in- 
dustry to  be  in  part  theirs,  unless  industry  is  devoted 
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IX 


From  the  foregoing  it  appears  that  if  cooperation  is  to 
be  obtidned  in  industry  it  must  be  mutual,  that  labor 
cannot  be  expected  to  give  its  best  effort  to  industry 
until  industry,  instead  of  being  the  servant  of  capital 
and  the  master  of  labor,  is  the  joint  servant  of  them 
both,  devoted  equally  to  the  advancement  of  the  in- 
terests of  each.  But  the  question  may  be  asked  does  not 
this  imply  the  necessity  of  a  fundamental  change  in  in- 
dustrial organization  ?  If  industry  is  to  be  made  as 
much  the  servant  of  labor  as  of  capital,  and  if  labor  is  to 
share  just  as  directly  in  the  increased  prosperity  or 
eflSciency  of  industry  as  does  capital,  must  not  labor 
share  equally  with  capital  in  the  control  of  industry  ? 
The  answers  to  these  questions  must  probably  be  in  the 
affirmative.  Industry  cannot  be  expected  to  be  ad- 
ministered as  much  in  the  interest  of  labor  as  of  capital 
unless  labor  participates  on  a  somewhat  equal  basis 
with  capital  in  the  administration  of  industry. 

Hence  the  problem  of  industrial  morale  appears  to  be 
in  a  substantial  degree  a  problem  of  industrial  organi- 
zation. The  present  form  of  industrial  organization, 
which  leaves  labor  on  the  outside  as  regards  share  in 
control  and  direct  participation  in  prosperity,  renders 
it  inevitable  that,  barring  the  employees  of  a  few  al- 
truistic employers,  the  workmen  shall  feel  that  they  are 
simply  outsiders  used  for  the  benefit  of  industry.  Hence 
the  present  form  of  industrial  organization  must  itself  be 
counted  among  the  causes  of  low  industrial  morale;  and 
a  change  in  the  organization  of  industry  must  be  re- 
garded as  among  the  prerequisites  to  the  solution  of  the 
problem  of  industrial  morale. 

It  is  impossible  in  this  paper  to  discuss  the  compli- 
cated problem  of  industrial  organization.   It  is  enough 
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to  emphasize  the  mtimate  relationship  prevailing  be- 
tween the  problem  of  industrial  morale  and  the  problem 
of  industrial  organization.  Industry  cannot  afford  to 
have  such  an  important  factor  as  labor  on  the  outside. 
The  better  organized,  the  more  powerful  and  self- 
conscious  labor  becomes,  the  less  can  industry  afford  it. 
As  the  importance  of  labor's  cooperation  becomes  more 
apparent,  the  more  apparent  will  become  the  desira- 
bility of  making  labor  an  insider  in  industry  with  a  cor- 
responding voice  in  its  direction.  The  admission  of 
labor  to  a  full  share  in  the  administration  of  industry 
is  not  likely  to  come  except  by  a  slow  evolutionary 
process,  but  the  need  of  labor's  cooperation  may  be 
expected  to  be  one  of  the  principal  forces  impelling 
changes  in  industrial  organization  and  shaping  its 
future  form. 

SuBiNEB  H.  Slighter. 
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I.  Introductory 

It  is  rather  more  than  a  year  smce  the  distinguished 
judge  who  presided  over  the  British  Coal  Industry 
Commission  surprised  the  public  by  recommending 
that  the  coal  mines  of  Great  Britain  should  be  trans* 
ferred  to  the  ownership  of  the  state.  In  the  interval 
which  has  since  elapsed,  ''nationalization/'  clothed 
with  all  the  splendor  and  terrors  of  a  policy  which 
few  either  of  its  opponents  or  defenders  have  pre- 
cisely defined,  has  become  a  watchword  of  almost 
mystical  significance,  and  the  question  of  policy  has 
aroused  too  rough  a  sea  for  the  timid  bark  of  scientific 
inquiry  to  put  out  of  port.  The  storm  was  to  be  ex- 
pected. When  interests  so  large  and  so  sensitive  are 
concerned,  when  the  precedents  which  may  be  created 
are  so  far-reaching,  no  recommendations  which  are  not 
nicely  trimmed  to  catch  the  wind  can  hope  to  find  a 
smooth  passage.    Nor  is  it  for  one  who  was  compelled 
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to  see  continuously  and  at  first  hand  the  complexities 
of  the  problem  to  feel  any  surprise  that  others  should 
come  to  conclusions  different  from  his  own,  or  any  re- 
gret that  they  should  express  them  with  all  the  empha- 
sis at  their  command. 

He  may  be  permitted,  however,  to  think  it  imfortu- 
nate  that  the  issues  raised  should  have  been  discussed 
from  every  angle  but  that  of  the  student.  After  all, 
it  is  by  the  addition  that  it  makes  to  knowledge  that 
such  an  investigation  as  that  conducted  by  the  Coal 
Commission  has,  in  the  long  run,  its  greatest  effect. 
Whatever  may  be  thought  of  the  findings  of  the  Com- 
mission, most  candid  observers  will  admit  that  the 
three  bulky  volxmies  in  which  its  proceedings  are  con- 
tained possess  from  the  point  of  view  of  the  inquirer 
two  merits.  In  the  first  place,  they  give  the  most 
exhaustive  analysis  hitherto  offered  of  the  economic 
and  social  conditions  in  what  is,  in  some  fundamental 
respects,  the  most  important  of  British  industries.  The 
evidence  of  Sir  Arthur  Lowes  Dickinson,  Dr.  Stamp, 
Sir  Ernest  Clark,  and  Sir  Richard  Redmayne — to  men- 
tion only  four  out  of  a  long  list  of  official  witnesses — 
gives  a  concrete  and  quantitative  picture  of  the  work- 
ing of  the  industry,  the  capital  invested,  the  profits 
earned  and  royalties  paid,  the  movements  of  wages, 
output  of  coal  and  prices,  the  various  elements  of  cost 
which  together  make  up  the  price  to  the  consumer,  the 
organization  of  the  industry  from  the  pioneer  company 
which  bores  for  coal  to  the  trolleyman  who  delivers  it 
to  a  household  in  the  east  end  of  London,  such  as  is 
available  for  hardly  any  other  industry. 

In  the  second  place,  the  effect  of  the  Commission's 
inquiries,  and,  still  more,  of  the  chairman's  report,  has 
been  to  bring  certain  large  proposals  out  of  the  realm 
of  abstract  generalities  and  to  reduce  them  to  a  series 
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of  concrete  propositions  with  r^ard  to  which  some  in- 
telligent judgment  can  be  formed.  ''Nationalization/' 
"public  ownership,"  ''individual  enterprise,"  "workers' 
control,"  "industrial  democracy"  —  these  are  phrases 
out  of  which  controversialists  appear  able  to  construct 
either  heaven  or  hell.  But  the  first  condition  of  reason- 
able discussion  is  that  it  should  be  known  exactly 
what,  whether  good  or  bad,  their  significance  is.  That 
task,  at  any  rate,  the  Coal  Industry  Commission,  with 
all  its  shortcomings,  did  accomplish.  When  it  began 
its  labors,  "nationalization"  and  "private  enterprise" 
could  still  be  discussed  as  though  each  stood  for  one 
ty])e  of  organization  and  one  alone.  As  the  inquiry 
proceeded  it  became  evident  that  the  possibilities  were 
too  complex  and  various  to  be  summarized  under  these 
abstract  antitheses.  On  the  one  hand,  assuming  that 
the  private  ownership  of  mines  were  retained,  it  was 
necessary  to  consider  whether  it  should  be  as  unre- 
stricted as  in  1914,  or  limited,  as  during  the  war,  by 
the  supervision  of  a  Public  Department,  or  transferred 
(as  Sir  Arthur  Duckham  proposed)  from  the  numerous 
individual  companies  existing  today  to  a  few  large 
statutory  corporations  —  to  ask,  in  short,  how  much 
private  ownership?  and  private  ownership  of  what 
kindf  On  the  other  hand,  if  it  appeared  expedient 
that  the  ownership  of  the  mines  should  be  vested  in  the 
state,  it  was  still  necessary  to  decide  upon  what  system 
they  should  be  administered.  Directly  that  question 
was  raised,  it  became  apparent  that  the  public  owner- 
ship of  mines  was  compatible  with  a  considerable  variety 
of  schemes  of  management.  So  far  indeed  was  "nation- 
alization" from  being  a  self-explanatory  formula  that  at 
least  half  a  dozen  dififerent  systems  of  administration 
were  submitted  in  evidence  to  the  Commission.  Man- 
agement might  be  centralized  or  decentralized.    The 
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constitution  of  the  industry  might  be  ''unitary''  or 
''federal/'  The  authorities  to  whom  it  was  entrusted 
might  be  composed  predominantly  of  consumers^  or  of 
the  working  personnel,  or  of  state  officials,  or  of  all 
three  in  different  proportions.  Executive  work  might 
be  placed  in  the  hands  of  the  ordinary  civil  service,  or 
a  new  service  might  be  created,  with  its  own  rules  of 
training,  recruitment,  promotion  and  procedure.  The 
industry  might  be  subject  to  Treasury  control,  or  it 
might  be  financially  autonomous. 

To  discuss  the  relative  advantages  of  private  owner- 
ship and  nationalization,  without  defining  what  par- 
ticular type  of  each  is  the  subject  of  reference,  is  today 
as  imhelpf ul  as  to  approach  a  modem  political  problem 
in  terms  of  the  Aristotelian  classification  of  constitu- 
tions. Not  the  least  of  the  merits  of  Mr.  Justice 
Sankey's  report  was  that,  by  stating  in  great  detail 
{he  type  of  organization  which  he  reconmiended  for 
the  coal  industry,  he  imported  a  new  precision  and 
reality  into  the  whole  discussion.  Whether  his  par- 
ticular conclusions  are  accepted  or  not,  it  is  from  the 
basis  of  clearly  defined  proposals  such  as  his  that  the 
future  discussion  must  start.  The  abstract  dialectics 
as  to  "enterprise,"  "initiative,"  "bureaucracy,"  "red 
tape,"  "democratic  control,"  "public  service"  which 
during  the  last  year  have  filled  the  press,  and  of  which 
some  wi  iters  who  should  have  known  better  have  not 
been  wholly  innocent,  really  belong  to  the  dark  ages  of 
economic  thought.  The  task  of  economists,  whatever 
their  personal  views  as  to  policy,  is  to  restore  sanity 
by  insisting  that,  instead  of  the  argument  being  con- 
ducted with  the  counters  of  a  highly  inflated  and  rapidly 
depreciating  verbal  ciurency,  the  exact  situation,  in  so 
far  as  is  possible,  shall  be  stated  as  it  is;  uncertainties 
(of  which  there  are  many)  shall  be  treated  as  uncertain; 
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and  the  precise  meaning  of  alternative  proposals  shall 
be  strictly  defined.  They  may  not  find  a  solution. 
They  will  at  least  do  something  to  create  the  temper  in 
which  alone  a  reasonable  solution  can  be  sought. 


II.    The  Organization  op  the  Industry 

(a)  Before  the  War 

Judged  merely  by  the  magnitude  of  its  operations, 
the  number  of  workers  employed,  the  value  of  the  out- 
put produced,  and  the  amoimt  of  capital  invested,  the 
coal  industry  has  been  for  the  last  thirty  years  the  most 
important  of  British  industries  except  agriculture. 
Judged  by  its  place  in  the  economic  life  of  the  com- 
munity, and  by  the  dependence  upon  it,  not  only  of  the 
comfort,  but  of  the  whole  industrial  activity  of  the  na- 
tion, it  is  easily  the  most  important  of  all.  Under  the 
industrial  system  which  has  grown  up  in  the  last  cen- 
tury and  a  quarter,  coal  is  quite  Uterally  the  founda- 
tion of  British  wealth.  It  is  the  magnet  which  draws 
raw  materials  from  the  ends  of  the  earth,  the  raw  ma- 
terial which  enters  into  the  cost  of  every  manufacture, 
and  the  export  which,  by  saving  ships  from  going  out 
in  ballast,  cheapens  imports  and  contributes  to  the 
expansion  of  British  shipping. 

To  understand  the  problem  with  which  the  Com- 
mission was  faced  it  is  necessary  to  know  in  outline 
how  this  great  industry  is  at  present  carried  on.  The 
proved  coal  resources  of  the  country,  in  seams  of  one 
foot  and  more  in  thickness,  were  stated  by  the  Com- 
mission which  reported  in  1905  to  be  100,914,000,000 
tons  above  the  depth  of  4,000  feet,  and  5,239,000,000 
tons  below  the  depth  of  4,000  feet.  They,  or  those  of 
them  which  are  worked,  are  the  property  of  some 
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3,789  separate  owners,  including  individuals,  firms, 
and  companies,  the  total  income  derived  from  them 
in  royalties  being  £5,960,365.  The  minerals  are  leased 
by  the  owners  to  about  1,452  lessees  —  the  "mine- 
owners  "  —  of  whom  the  most  important  are  Umited 
companies,  and  who  work  them  through  3,129  coal 
mines  situated  in  a  dozen  different  coal  fields  and  or- 
ganized in  22  different  districts.  The  capital  invested 
in  coal  mines  was  estimated  as  £135,000,000  in  1914, 
and  the  number  of  shareholders  as  37,316  in  companies 
engaged  in  coal-mining  only,  and  94,723  in  companies 
engaged  in  coal-mining  and  allied  industries;  figures 
which,  however,  in  all  probability  contain  numerous 
duplicates.  The  total  number  of  workers  engaged  in 
the  industry  had  grown  rapidly  in  the  twenty  years 
precedmg  the  war.  From  1894-98  it  averaged  680,800; 
in  1908,  it  was  972,232,  and  in  1914,  1,110,884.  The 
increase  in  the  total  output  of  coal  had  been  equally 
remarkable.  From  1894-98  it  averaged  195,500,000 
tons;  in  1908  it  was  261,500,000  tons;  in  the  five 
years  from  1909-13  inclusive  it  averaged  within  a 
fraction  of  270  million  tons.  At  the  same  time,  with 
the  exhaustion  of  the  more  easily  available  coal  and 
with  the  deeper  workings  thus  made  necessary,  the  out- 
put per  worker  had  fallen:  from  1894-98,  it  averaged 
286  tons,  from  1909-13,  257  tons.  There  is  no  founda- 
tion, of  course,  for  the  comparison  sometimes  made 
between  the  average  output  of  a  miner  in  Great  Britain 
and  that  of  a  miner  in  the  United  States.  One  might 
as  reasonably  compare  the  timber  produced  in  this 
coimtry  with  that  obtained  from  the  virgin  forests  of 
America.  In  the  United  States  much  coal  is  still  ob- 
tained from  shallow  workings.  In  Great  Britain  it 
must  be  laboriously  won  after  elaborate  engineering 
operations  by  men  who  not  only  descend  as  deep  as 


THE  BRITISH  COAL  INDUSTRY  67 

2000  to  3000  feet  below  the  surface,  but  who,  when 
they  are  underground,  must  walk  one,  two,  or  even 
three  miles  to  reach  the  coal  face. 

What  becomes  of  the  coal  when  it  is  raised  ?  About 
6  per  cent  is  consumed  by  the  collieries  themselves. 
The  remainder  is  carried  in  small  consignments  and 
almost  entirely  by  rail  (for  the  canal  and  the  coasting 
traffic  are  insignificant)  to  the  principal  distributing 
centers,  in  some  1,400,000  to  1,500,000  wagons,  of  which 
800,000  are  estimated  to  be  the  property  of  the  railway 
companies,  and  the  remaining  600,000  to  700,000  the 
property  of  more  than  a  thousand  separate  collieries 
and  merchants,  each  of  whom  reserves  its  own  trucks 
for  its  own  use.    On  reaching  the  distributing  centers, 
the  coal  is  allocated  to  one  of  three  main  uses.    Of  the 
287,430,000  tons  raised  in  1913,  73,400,000  tons  were 
used  for  bimker  or  for  export,  and  214,030,000  tons 
were  consumed  in  this  coimtry,  of  which  rather  more 
than  three-quarters  were  used  for  industrial  purposes, 
and  rather  less  than  a  quarter  went  to  supply  the  needs 
of  the  householder.     Before,  however,  coal  used  for 
domestic  consumption  reaches  the  actual  consumer,  it 
passes  through  the  hands  of  a  series  of  agencies.   Thus, 
of  the  8,000,000  tons  annually  consumed  in  London  (if 
the   London   County   Council,   cooperative   societies, 
hospitals,  and  other  public  purchasers  are  omitted)  a 
good  part  is  (a)  sold  by  the  colliery  to  a  factor;  (6)  sold 
by  the  factor  to  a  merchant;  (c)  sold  by  the  merchant 
to  the  consumer,  or  in  some  cases  to  a  dealer,  who  sells 
it  to  the  consumer.     Not  all  these  stages  are  gone 
through  in  every  case.    The  distributive  agencies  are, 
however,  very  numerous.    According  to  the  evidence 
supplied  to  the  Coal  Industry  Commission,  the  number 
of  factors  in  the  country  is  approximately  1500,  and 
the  number  of  retail  distributors  27,000  to  28,000. 
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Mines'  Regulation  Acts,  of  which  the  first  was  passed 
in  1842  and  the  last  in  1911,  and  which  were  concerned 
mainly  with  safety;  (6)  the  so-called  Miners'  Eight 
Hours  Act  of  1908;  (c)  the  Miners'  Minimum  Wage 
Act  of  1912.  From  1915  onwards,  the  whole  position 
was  changed.  A  new  system  of  regulation  was  intro- 
duced, which  had  as  its  objects  (a)  to  seciu^  the  main- 
tenance and  increase  of  the  output  of  coal,  which  was 
threatened  by  the  immense  scale  on  which  the  mine- 
workers  enlisted,  (6)  to  control  the  export  of  coal, 
partly  for  economic,  partly  for  political  and  diplomatic 
reasons,  (c)  to  protect  the  home  consumer  against 
famine  prices,  (d)  to  secure  the  most  economical  dis- 
tribution of  coal  between  different  parts  of  the  coimtry, 
(e)  to  prevent  the  interruption  of  the  industry  by  dis- 
putes, (/)  to  keep  the  less  remimeratiye  collieries  at 
work  by  subsidizmg  them  from  a  levy  imposed  on  the 
remainder. 

The  system  of  control  did  not  reach  its  final  form  imtil 
1918.  Then  a  ''profits  standard"  was  fixed  for  each 
undertaking,  not  based,  as  might  have  been  expected, 
on  its  average  profits,  but  (at  the  option  of  the  mine 
owner)  on  either  the  best  two  out  of  three,  or  on  the 
best  four  out  of  six,  of  the  years  before  the  war;  the 
mine  owner  retaining  the  right  to  substitute,  if  he 
thought  fit,  a  profit  of  9  per  cent.  These  profits  were 
guaranteed  by  the  state,  subject  to  proportionate  re- 
ductions for  reduced  output.  The  excess  was  subject 
to  two  deductions,  (a)  the  Excess  Profits  Duty,  which 
amoimted  to  50  per  cent  in  1915,  60  per  cent  in  1916, 
and  80  per  cent  in  1917;  (b)  a  deduction  of  15  per 
cent,' from  the  profits  of  collieries  making  above  the 
''profits  standard,"  to  be  paid  to  collieries  falling  be- 
low it.  In  1914,  therefore,  collieries  retained  all  their 
excess  profits,  in  1915,  50  per  cent;   in  1916,  40  per 
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cent;  in  1917,  20  per  cent;  and  in  1918,  5  per  cent. 
The  "pooling"  of  profits,  of  which  more  will  be  said 
below,  was  thus  to  a  slight  extent  adopted. 

Five  per  cent  may  seem  a  small  "excess"  to  be  re- 
tained by  the  coal  owners.  But  that  figure  does  not 
tell  the  whole  story.  The  "profit-standard"  was  set 
at  an  extremely  generous  level.  The  years  immediately 
preceding  the  war,  on  which  the  standard  was  based, 
were  abnormally  prosperous;  the  choice  given  to  the 
mine  owner  of  the  basis  enabled  him  to  select  that  most 
favorable  to  himself;  while  even  of  the  sum  taken  from 
him  part  went,  not  to  the  public,  but  to  protect  other 
mine  owners  against  loss.  Nor  must  it  be  forgotten 
that  prior  to  1918  a  much  larger  proportion  of  the 
excess  profits  than  five  per  cent  was  left  to  the  coal 
owners.  It  is  not  surprising,  therefore,  that  the  share- 
holders in  coal  mines  shoulc^^have  reaped  a  golden 
harvest  during  the  war.  I&the  five  years  up  to  and  in- 
cluding 1913,  profits  (exclusive  of  royalties)  averaged 
£13,100,000.  The  standard  fixed  by  allowing  the  mine 
owners  to  retain  the  profits,  not  of  the  average  but  of 
the  most  favorable,  years  before  the  war,  was  actually, 
as  the  government  has  recently  told  the  House  of  Com- 
mons, £22,000,000,  and  they  paid  the  excess  profits 
duty,  not  on  the  simi  by  which  the  war  profits  exceeded 
the  average  pre-war  profits,  but  on  the  amoimt  by 
which  they  exceeded  the  standard  of  £22,000,000.  In 
1914,  when  there  was  no  excess  profits  duty,  profits  (ex- 
clusive of  royalties)  were  £15,500,000.  In  1915,  when 
the  excess  profits  duty  was  60  per  cent,  they  were  act- 
uaUy  £37,800,000. 
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III.  The  Alleged  Waste  and  Extravagance 

OF  THE  Existing  System 

It  was  this  system,  private  enterprise  as  modified  by 
a  somewhat  hastily  created  superstructure  of  control, 
which  came  under  the  review  of  the  Coal  Industry 
Commission.  The  occasion  of  its  appointment  was  a 
demand  by  the  Miners'  Federation  for  a  30  per  cent 
advance  in  earnings  (exclusive  of  the  38.  war  wage),  for 
the  substitution  of  the  word  "six"  for  the  word  "eight" 
in  the  so-called  "eight-hours"  act  of  1908,  and  for  the 
nationalization  of  mines  and  minerals.  Appointed 
under  an  act  of  Parliament  which  conferred  unusually 
wide  powers,  the  Commission  consisted  of  a  judge  of 
the  High  Court,  Mr.  Justice  Sankey,  as  chairman,  three 
mine  owners,  three  miners,  three  business  men  not 
directly  connected  with  the  mining  industry,  and  three 
economists.  On  March  20,  1919,  it  produced  its  reports 
on  wages  and  hours.  That  of  the  chairman  and  of  the 
three  business  men  who  signed  it  with  him  declared 
that  "even  on  the  evidence  already  given  the  present 
system  of  ownership  and  working  in  the  coal  industry 
stands  condemned,  and  some  other  system  must  be 
substituted  for  it,  either  nationalization  or  a  method  of 
unification  by  national  purchase  and /or  joint  control"; 
it  recommended  an  advance  in  wages  of  28.  per  shift 
for  adults  and  Is.  per  shift  for  boys,  the  substitution 
of  the  word  "seven"  for  the  word  "eight"  in  the  act 
of  1908,  and  a  further  reduction  of  hours  to  six  after 
July  13, 1921,  "subject  to  the  economic  position  of  the  in- 
dustry at  the  end  of  the  year."  The  three  mine  owners 
recommended  an  advance  of  wages  by  Is.  6d.  per  day 
for  adults  and  9d.  for  boys,  and  a  reduction  of  hours  to 
seven.    The  six  other  members  of  the  Commission  re- 
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ported  in  favor  of  granting  the  miners'  demands,  and 
argued  that,  were  the  production  and  distribution  of 
coal  more  effectively  organized,  this  concession  need 
not  entail  any  additional  burden  on  the  consumer. 
The  reports  on  the  question  of  nationalization  ap- 
peared on  Jime  20.  Mr.  Justice  Sankey  recommended 
that  mines  and  minerals  be  acquired  by  the  state, 
and  accompanied  his  proposal  with  a  carefully  worked 
out  scheme  of  decentralized  administration.  With  this 
report  six  other  members  of  the  Commission,  the  three 
miners  and  three  economists,  expressed  general  agree- 
ment. Sir  Arthur  Duckham  presented  a  separate  re- 
port, advising  the  acquisition  of  minerals  by  the  state 
and  the  unification  of  mines  in  the  hands  of  large  statu- 
tory coal  corporations.  The  three  mine  owners  and 
two  business  men  recommended  the  nationalization  of 
minerals,  but  were  opposed  to  either  the  nationalizar 
tion  or  the  unification  of  mines.  Their  proposal  was,  in 
essence,  the  application  to  the  coal  industry  of  a  scheme 
of  "Whitley  Councils." 

Since  the  appointment  of  the  Commission,  tho  not 
demanded  by  the  miners,  was  made  as  a  result  of 
claims  which  they  had  advanced,  it  is  not  unnatural 
that  the  reader  who  is  familiar  with  its  proceedings 
only  through  the  press  and  has  not  read  the  evidence 
submitted  to  it,  should  assume  that  Mr.  Justice  San- 
key's  report  was  inspired  principally  by  a  desire  to 
avert  a  serious  industrial  conflict  by  conceding  the 
substance  of  the  miners'  contentions.  That  view  is 
based  on  a  mistaken  impression  of  what  actually 
occurred.  No  doubt  the  wishes  of  the  miners  with  re- 
gard to  the  future  of  their  profession  are  a  factor  of 
primary  importance  in  reaching  a  conclusion  as  to 
policy.  One  cannot  achieve  efficiency  by  imposing 
upon  them,  any  more  than  upon  doctors,  xmiversity 
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teachers,  or  any  other  body  of  professional  men  a  form 
of  organization  which  does  not  command  their  confi- 
dence. But,  tho  their  views  are  an  important  element, 
they  are  only  one  element,  in  a  problem  which  affects 
the  whole  commmiity.  Nor  was  it  evidence  submitted 
by  the  miners  which  occupied  the  greater  part  of  the 
time  of  the  Commission,  or  which  made  the  deepest 
impression  upon  its  members,  instructive  tho  much  of 
it  was.  What  actually  happened  was  what  might  have 
been  forseen.  The  Commission  started  to  find  out 
what  were  the  grounds  (if  any)  for  conceding  or  reject- 
ing the  miners'  demands  as  to  wages  and  hours,  and 
what  the  effect  of  their  decision  was  likely  to  be  on  the 
coal  industry,  the  industries  dependent  upon  it,  and 
the  household  consumers.  To  answer  those  questions 
it  had  necessarily  to  obtain  much  information  as  to  the 
existing  organization  both  of  the  extractive  and  dis- 
tributive side  of  the  industry,  the  cost  of  getting, 
transporting  and  distributing  coal,  and  the  existing 
level  of  wages,  royalties  and  profits.  Indeed,  out  of 
the  414  pages  which  form  the  first  volume  of  the 
minutes  of  evidence,  the  first  114  consist  of  statements 
largely  financial  and  statistical,  on  questions  of  fact 
obtained  from  officials  like  Sir  Arthur  Lowes  Dickinson 
of  the  Coal  Controllers'  Department,  and  Dr.  Stamp, 
assistant  secretary  to  the  Board  of  Inland  Revenue. 
Their  evidence  revealed  defects  in  the  conduct  of  the 
industry  which,  quite  apart  from  the  wishes  of  the 
miners,  appealed  to  caU  on  pubUc  grounds,  and  in  par- 
ticular for  the  sake  of  the  consumer,  for  extensive  re- 
forms. 

The  two  witnesses  who,  whether  intentionally  or  not, 
did  most  to  convince  the  chairman  and  the  business  men 
who  signed  his  first  report,  that  ''the  present  system  of 
ownership  and  working  stands  condenmed,"  were  Sir 
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appears  to  be  considerable.  The  cost  of  getting  coal 
varies  greatly  from  pit  to  pit  and  from  district  to  dis- 
trict. According  to  figures  relating  to  the  quarter 
ending  September,  1918,  out  of  458  mines,  164  pro- 
duced at  a  cost  (including  royalties,  wages,  and  bonus) 
of  between  128.  6d.  and  208.  per  ton,  211  at  a  cost  of 
between  208.  and  258.,  and  the  remaining  83  at  a  cost 
ranging  from  258.  to  (in  one  case)  498.  6d.  per  ton. 
These  differences  are  due  in  part,  no  doubt,  to  differ- 
ences of  management.  But  they  are  principally  due 
to  natural  causes,  the  position  and  character  of  the 
seams,  the  presence  or  absence  of  faults  and  water, 
the  proximity  to  or  distance  from  railway  centers  and 
ports,  and  a  himdred  varying  causes  arising  from  cir- 
cumstances quite  independent  of  the  character  of  the 
management.  The  price  of  coal  must  necessarily,  how- 
ever, be  high  enough  to  cover  the  cost  of  getting  it 
under  the  least  favorable  conditions,  or  the  weakest 
pits  wiU  close  and  the  price  wiU  rise.  The  result  is  that 
the  fortunate  shareholders  in  the  more  favorably  cir- 
cumstanced collieries,  which  sell  at  the  same  price  but 
produce  at  lower  costs,  receive  a  surplus,  arising  not 
from  any  special  skill  of  management  but  from  the 
fact  that  they  have  obtained  access  to  specially  profit- 
able natiu^  resources.  A  price  which  just  enables  pits 
in  (say)  the  Forest  of  Dean  to  pay  their  way,  brings  a 
fortune  to  shareholders  in  (say)  the  Powell  Duffryu 
Steam  Coal  Company,  or  in  the  Manvers  Main,  or  in 
the  Fife  Coal  Company.  What  this  means  is  shown  by 
the  table  on  page  76.  It  will  be  observed  that  while  8 
per  cent  of  the  output  represented  in  this  table  was 
produced  at  a  loss,  more  than  60  per  cent  —  nearly 
two-thirds  —  was  produced  at  a  profit  of  38.  per  ton 
and  over,  and  more  than  a  quarter  at  a  profit  of  over 
58.  per  ton. 
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Quarter  Ending  Sbptbmbbr  30»  1918 

Percentace  of 
Tonnftge  tonnage  represented 

Produced  at  a  loss 3,119,939  8.0  per  cent 

Produced  at  a  profit 

Under  1«.  per  ton 3,203,774  8.3  « 

l«.  to   3«.      «        8.489,131  21.8  « 

3«.  to    5«.      **        12,972,083  32.8  « 

6«.  to   7«.      «        6,361,898  13.7  « 

7«.  to   98.      **        3,760,779  9.6 

98.  tol2«.      *        1,602,957  4.1  « 

128.  to  168.  6d.  per  ton  . .  367,939  .9  '^ 

38,878,500 

The  suggestion  which  was  favored  by  the  advocates 
of  unification  (whether  with  or  without  state  owner- 
ship), and  which  commended  itself  apparently  to  Sir 
Arthur  Lowes  Dickinson,  was  that,  with  a  centralized 
financial  system,  surpluses  could  be  pooled,  and  could 
be  used  to  level  up  the  conditions  in  the  more  back- 
ward pits,  to  reduce  the  price  of  coal,  and  to  improve  the 
working  conditions  of  the  miner.  Whether  such  a  plan 
of  using  differential  profits  is  economically  expedient 
or  not  is  a  point  which,  it  is  to  be  hoped,  will  be  fully 
discussed  by  economists.  During  the  sittings  of  the 
Commission  the  financial  wastefulness  of  private  owner- 
ship was  not  seriously  contested  by  the  defenders  of  the 
present  system.  What  is  usually  said  on  the  other  side, 
and  what  was  said  then,  is  that  on  the  whole  the  stim- 
ulus which  it  offers  to  technical  progress  more  than 
outweighs  the  loss  arising  from  the  payment  of  surplus 
profits  to  private  individuals.  That  much  enterprise, 
scientific  knowledge  and  practical  skill  have  gone  to 
the  development  of  the  coal  industry  in  the  last  half 
century  is  obvious,  and  it  is  not  unnatural  that  to 
question  the  finality  of  its  organization  should  seem  to 
many  of  those  who  direct  it  an  impardonable  imperti- 
nence.   In  fact,  however,  such  an  attitude,  however 
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excusable,  implies  a  misreading  of  the  problem.  The 
question  is  not  merely  whether  individuals  have  been 
intelligent  and  enterprising  (which  no  one  disputes) 
but  whether  the  system  within  which  they  work,  and 
which  as  individuals  they  cannot  alter,  is  such  as  to 
make  the  best  use  of  their  intelligence  and  to  direct 
their  enterprise  to  the  greatest  public  advantage. 

The  testimony  of  Sir  Richard  Redmasnie  is  weighty. 
"In  my  opinion,"  he  said,  "the  present  system  of  in- 
dividual ownership  of  collieries  is  extravagant  and 
wasteful.  That  is  a  somewhat  daring  statement,  but 
I  am  prepared  to  stand  by  it,  whether  viewed  from  the 
point  of  view  of  the  coal-mining  industry  as  a  whole, 
or  from  the  national  point  of  view;  and  I  think  by 
thoughtful  persons  on  both  sides,  both  the  owners  and 
the  workmen,  that  is  pretty  generally  accepted."  The 
general  effect  of  his  evidence,  which  in  the  judgment 
of  the  writer  was  not  seriously  shaken  in  cros&-examinar 
tion,  was  to  give  a  picture  of  individual  efficiency 
hampered,  and  occasionally  stultified,  by  a  cimibrous 
and  antiquated  system  of  organization.  Apart  from 
the  loss  of  coal  left  in  barriers,  amounting,  as  he  in- 
formed the  Commission,  to  between  3500  and  4000 
million  tons,  "much  of  which  would  be  recoverable 
imder  a  system  of  collective  working  of  collieries," 
there  is  the  not  less  serious  fact  that  in  the  actual  get- 
ting and  delivery  of  coal  the  cost  is  increased  at  every 
turn,  because  coUieries  are  managed  as  little  self- 
contained  republics  instead  of  as  parts  of  one  organiza- 
tion having  for  its  object  the  effective  service  of  the 
public.  Collieries  buy  their  materials  separately. 
Collieries  arrange,  separately  for  the  freightage  of  their 
coal.  Collieries  are  sometimes  drowned  out  because 
they  will  not  combine  for  purposes  of  drainage.  The 
more  backward  collieries  cannot  raise  capital  to  im- 


78  QUARTERLY  JOURNAL  OF  ECONOMICS 

prove  their  equipment,  while  their  more  fortunate 
competitors  are  distributing  to  their  shareholders 
large  dividends,  part  of  which  imder  a  imified  system 
could  be  used  to  raise  the  standard  of  production  in 
the  more  backward  mines  and  thus  reduce  prices  to 
the  consumer.  While  the  average  coUiery  consiunption 
throughout  the  coimtry  is  apparently  6  per  cent,  it 
varies  from  3  per  cent  at  one  colliery  to  10  per  cent  at 
another.  Tho  the  variation  is  partly  due  to  natural 
causes,  'Hhere  is  a  large  possible  saving  at  some  col- 
Ueries,  but  that  agam  necessitates  considerable  expen- 
diture of  capital,  and  some  of  the  poorer  mines  have 
not  the  capital  to  expend."  There  is  waste  of  ability 
and  scientific  knowledge,  which  could  be  saved  if  the 
unit  of  organization  were  widened  to  include  all  the 
collieries  in  a  district,  and  (for  certain  purposes)  all 
the  collieries  in  the  country.  There  is  waste  arising 
from  the  irregularity  of  work,  which  is  inevitable  as 
long  as  each  colliery  is  owned  and  worked  as  an  inde- 
pendent unit,  but  which  could  be  mitigated  were  work 
allotted  to  them  on  a  imified  plan,  as  it  is  allotted  today 
to  the  constituent  parts  of  a  private  combination. 
There  is  waste  because  separate  ownership  involves 
managerial  and  administrative  expenses  which,  if 
ownership  were  imified,  could  be  reduced. 

For  these  deficiencies  the  consumer  necessarily,  it 
would  seem,  pays  in  a  higher  price  for  his  coal.  Nor 
ought  the  interests  of  the  present  generation  to  be  the 
only  consideration.  Coal  is  the  greatest  single  eco- 
nomic asset  of  the  nation.  Without  it  Great  Britain 
would  be  what  it  was  200  years  ago,  a  sparsely  popu- 
lated agricultiu*al  community.  It  is  of  the  utmost 
importance  that  it  should  be  worked  in  the  most  eco- 
nomical manner  possible.  To  allow  coal  to  be  drowned 
out  by  water,  to  "cream"  the  pits  by  working  only  the 
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coal  which  is  at  present  most  profitable,  to  leave  coal 
in  barriers  other  than  those  which  are  necessary  for 
technical  reasons,  to  throw  small  coal  into  the  "goaf" — 
these  things  ought  to  be  regarded  as  a  crime  against 
posterity,  which  sooner  or  later  must  pay  for  them. 
But  that  can  hardly  be  the  point  of  view  of  private 
shareholders,  who  naturally  desire  the  largest  imme- 
diate return  for  their  money.  The  result  is  that  pits 
are  "creamed,"  that  instead  of  good  and  poor  coal  being 
brought  out  together,  the  latter  is  left  in,  and  that  mil- 
lions of  tons  of  small  coal  are  wasted.  As  is  shown  by 
the  reports,  not  of  the  Coal  Commission,  but  of  that 
highly  respectable  body,  the  Coal  Conservation  Com- 
mittee, it  is  hardly  an  exaggeration  to  say  that  hitherto 
the  principal  source  of  British  wealth  has  been  worked 
as  recklessly  as  tho,  like  rivers,  coal  deposits  would  be 
replenished  from  the  clouds. 

The  defects  of  the  present  system  are  not  confined  to 
the  extraction  of  coal.  The  movement  of  coal  from 
producer  to  consumer,  carried  out,  as  it  is,  in  comparar 
tively  small  consignments  by  some  1,400,000  wagons,  of 
which  some  800,000  are  owned  by  railways  and  600,000 
by  mine  owners  and  merchants,  is  the  reverse  of  eco- 
nomical. "Half  the  mobile  life  of  a  privately  owned 
wagon,"  the  General  Manager  of  the  Midland  Railway 
Company  told  the  Commission,  "is  taken  up  in  empty 
running."  Were  wagons  pooled,  another  witness  esti- 
mated, one-third  less  would  be  sufl5cient  for  the  work. 
The  Coal  Transport  Scheme  initiated  in  1916,  by 
securing  a  carefully-planned  instead  of  a  haphazard 
system  of  transporting  coal,  is  calculated  to  have  saved 
700,000,000  coal  ton  miles,  or  £3,250,000,  equivalent  to 
dd.  on  the  price  of  coal. 

The  price  of  coal  to  the  consumer  is  further  swollen 
by  the  profits  of  what  appears  to  be  an  unnecessary 
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mxiltitude  of  middlemen.     In  many  cases  it  passed 
through  three  hands  —  the  factors,  of  whom  there  are 
estimated  to  be  about   1500;    the  distributing  mer- 
chants, of  whom  there  are  said  to  be  27,000  to  28,000; 
and  the  dealers.     In  some  cases,  apparently,  there 
are  four  hands.     In  the  process,  the  price  of  coal  in 
London  is  increased  to  double  what  it  was  on  the  pit 
bank,  258.,  5d.  as  against  11 8.,  6(2.  at  pre-war  prices,  or 
(at  the  prices  of  August,  1918)  438.,  6d.  as  against 
238.,  6(2.    At  each  stage  costs  are  incurred  and  profits 
are  made.     The  establishment  charges  alone  of  the 
firms  engaged  in  distributing  coal  in  London  amount 
in  the  aggregate  to  some  £800,000,  and  their  total  net 
profits  to  over  £500,000  per  amnun.    How  wasteful 
such  a  system  is  has  been  suggested  by  the  experience 
of  the  cooperative  societies.     According  to  evidence 
supplied  to  the  Conmiission  by  the  manager  of  the 
Coal  Department  of  the  English  Cooperative  Whole- 
sale, cooperative  societies  are  actually  able,  while  sell- 
ing coal  at  the  same  price  as  the  private  trader,  to  give 
back  to  the  consumer  a  dividend  of  from  28.,  6cl.,  to  58. 
per  ton,  merely  because  they  cut  out  intermediate  links, 
and  distribute  the  coal  on  a  imified  and,  therefore,  more 
economical  system.    If  water  were  hawked  from  house 
to  house  in  buckets  by  competing  water  merchants, 
water  would  be  scarce  and  dear;   and  as  long  as  the 
household   consumer,   especially  the  poor  consumer, 
buys  his  coal  from  the  last  of  a  series  of  middlemen,  he 
will  continue  to  pay  for  it  through  the  nose. 

IV.  The  Claims  of  the  Miners 

To  express  in  figures  the  waste  which  at  present  exists, 
and  the  saving  which  might  be  effected  is,  no  doubt, 
impracticable.    But,  in  view  of  the  evidence  of  the  ex- 
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pertSy  it  is  haxdly  possible  to  resist  the  conclusion  that, 
in  spite  of  the  skill  and  enterprise  showed  by  individual 
companies  and  managers,  the  present  organization  of 
the  industry  does  not  make  the  most  economical  use 
of  the  coal  resources  of  the  nation.  The  significance  of 
that  fact  cannot  be  measiu^d  merely  by  the  charges 
which  it  imposes  directly  on  the  consumer.  It  is  in- 
tensified by  the  indirect  effect  which  the  consciousness 
of  preventible  waste  produces  among  the  mine  workers. 
If  every  superfluous  charge  upon  the  production  and 
distribution  of  coal  had  been  eliminated,  it  would  be 
reasonable  to  ask  that  the  miners  should  set  a  much- 
needed  example  by  refusing  to  extort  better  terms  for 
themselves  at  the  expense  of  the  general  public.  But 
as  long  as  unusually  prosperous  mines  pay  large  divi- 
dends, and  the  industry,  both  on  the  productive  and 
on  the  distributive  side,  is  loaded  with  the  costs  of  a 
system  of  organization  which  the  most  eminent  oflicial 
witness  before  the  Conmiission  stigmatized  as  "ex- 
travagant and  wasteful,"  it  is  hardly  to  be  expected 
that  the  mine  workers  will  postpone  claims  which 
appear  to  them  such  as  can  be  met,  were  the  improve- 
ments suggested  introduced,  without  imposing  any 
additional  burden  on  the  community.  To  the  reason- 
able request  to  "consider  the  consimier"  they  may, 
with  equal  reason,  retort  that  they  will  do  so  when  the 
consumer  shows  some  consideration  for  himself  by  in- 
sisting on  the  removal  of  deficiencies  which  are  now 
the  conunonplaces  of  the  subject.  Nor  is  it  the  case 
that  miners'  wages  form  so  large  a  proportion  of  the 
selling  price  of  coal  that  the  economies  possible  on  other 
items  are  negligible.  An  exact  analysis  of  the  items 
composing  the  cost  of  a  ton  of  Derbyshire  coal  was 
given  for  March,  1919,  by  Sir  Justice  Sankey  in  the 
Appendix  to  his  Interior  Report. 
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walking  time,  for  half  an  hour  to  an  hour  to  and  from 
the  face  up  and  down  steep  inclines,  a  task  as  laborious 
as  work  at  the  face  itself,  he  might  (wherever  condi- 
tions permit  it)  be  conveyed  most  of  the  way  to  his 
work,  as  in  some  pits  he  already  is.  He  might  be  sup- 
plied (in  addition  to  the  ordinary  safety  lamps)  with 
a  hand  electric  lamp,  which  would  at  once  diminish 
nystagmus  and  increase  safety  by  facilitating  a  more 
thorough  inspection  of  the  roof.  Pithead  baths  and 
changing  facilities  (at  present  introduced,  it  would 
appear,  by  only  seven  collieries)  might  be  universally 
established,  a  reform  upon  which  the  independent 
persons  best  qualified  to  judge  speak  with  no  uncertain 
voice.  "The  provision  ...  of  baths  and  facilities  for 
drying  pit  clothes  on  the  pit  head,"  stated  Mr.  Walker, 
the  Acting  Chief  Inspector  of  Mines,  before  the  Coal 
Conmiission, "  is,  I  think,  an  urgent  necessity,  and  would 
prove  to  be  a  great  boon  to  mine  workers,  and  improve 
greatly  the  conditions  of  their  homes.  The  dirt  insepar- 
ably connected  with  the  miners'  occupations  should  be 
left  at  the  mine,  and  not  taken  into  their  houses.  The 
health  of  the  miners  and  their  families,  and  the  social 
conditions  under  which  they  live,  would  thereby  be 
greatly  improved." 

And  of  coiu'se  it  is  not  only  health  which  has  to  be 
considered.  There  is  the  graver  question  of  accidents. 
How  heavy  a  toll  the  miner  pays  is  shown  by  the  fol- 
lowing figures: 

Fatal  Penons  injured  and  oH  work 

accidents  for  more  than  7  days 

1913 1,763  176,868 

1914 1,219  158,862 

1907-16 12,400  (or  1,240  per  year) 

On  an  average,  therefore,  the  number  of  men  killed 
each  year  is  1,240,  or  about  an  infantry  battalion  at 
full  strength.    The  number  injured  and  off  work  for 
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more  than  seven  days  is  approximately  160,000.  Nor 
is  this  all.  It  is  often  assumed  that  the  majority  of  the 
casualties  are  trifling.  But  this  is  an  error.  "Roughly 
speaking,"  stated  Dr.  Shuflfebotham,  "there  are  50,000 
miners  injured  every  year  in  such  a  way  as  to  inca- 
pacitate them  for  work  for  between  one  and  three 
months,  while  the  number  of  injuries  which  cause  in- 
capacity between  one  and  two  weeks  is  extremely 
small,  being  about  8  per  cent  of  the  total.  .  .  .  The 
nimiber  of  miners  who  are  incapacitated  each  year  and 
who  have  not  recovered  at  the  end  of  one  year  (i.  e., 
who  are  incapacitated  for  12  months  or  more)  is  some- 
thing like  12,000  per  annum."  Nor,  tho  the  proportion 
of  accidents  to  output  and  numbers  employed  has  de- 
creased largely  in  the  course  of  the  last  50  years,  does 
it  appear  to  be  decreasing  now.  The  following  table 
shows  that  for  the  last  10  years  the  accident  rate  has 
been  almost  stationary. 

Death  rate  from  ae- 

Non-fatal  acoidenta  dis-    ddenta  undw  and 

abling  persons  for  more    above  ground,  per 

than  7  days,  per  million    mUlion  tons  of  mur 

tons  of  mineral  raised  end  raised 

1908 513.8  4.76 

1909 649.9  6.23 

1910 669.1  6.37 

1911 681.1  4.42 

1912 649.9  4.67 

1913 586.6  6.81 

1914 668.1  4.37 

During  the  last  20  years,  some  25,000  persons  have 
been  killed  in  the  mines,  and  some  three  and  a  quarter 
million  have  been  injured.  It  may  readily  be  conceded 
that  the  miner's,  like  the  sailor's,  must  always  be  a 
dangerous  occupation;  nor  is  it  implied  that  there  has 
been,  at  any  rate  in  recent  years,  any  culpable  negli- 
gence on  the  part  of  the  management.  It  will  be  recog- 
nized, however,  that  the  special  circumstances  of  the 
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mining  industry  are  such  as  to  enable  the  miners  to 
put  forward  with  peculiar  cogency  the  claim  to  share 
through  their  representatives  in  the  settlement  of  ques- 
tions of  administration  which  vitally  concern  not  only 
their  economic  prosperity  but  their  health  and  life 
itself. 

V.  Proposals  for  Reorganization 

The  problem  of  reorganizing  the  coal  industry  falls 
into  three  broad  divisions,  the  ownership  of  minerals, 
the  ownership  and  management  of  mines,  and  the  dis- 
tribution of  coal.  The  first  and  third  of  these  need  not 
be  discussed  at  length,  since  there  is  substantial  agree- 
ment with  regard  to  them.  All  the  members  of  the 
Coal  Commission,  including  the  mine  owners,  proposed 
that  the  ownership  of  coal  should  be  transferred  to  the 
state.  All  of  them,  including  the  mine  owners,  pro- 
posed that  the  distribution  of  coal  should  be  under- 
taken by  the  local  public  authorities,  with  the  object 
of  bringing  producer  and  consumer  more  closely  into 
touch  than  at  present  and  of  eliminating  some  of  the 
links  in  the  chain  of  middlemen  through  whose  hands 
the  coal  passes.  The  government  has  stated,  indeed, 
that  it  intends  to  nationalize  minerals.  It  is  unfortu- 
nate that,  before  raising  the  price  of  coal,  it  should  not 
have  made  any  attempt  to  remedy  the  admitted  extrav- 
agances of  the  existing  system  of  distribution. 

The  crux  of  the  problem,  however,  consists,  of  course, 
of  the  treatment  of  the  mines.  Four  ways  of  handling 
it  appear,  in  theory  at  any  rate,  to  be  possible.  In  the 
first  place,  an  attempt  may  be  made  to  revert  to  the 
conditions  which  obtained  prior  to  August,  1914, 
sweeping  away  public  control,  putting  nothing  in  its 
place  except  some  scheme  of  ''Whitley  Councils"  such 
as  was  proposed  by  the  mine  owners  on  the  Commissioni 
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stantiated,  with  a  wealth  of  illustrative  detail,  by 
official  experts.  They  can  hardly  now  be  expected  to 
feel  any  very  marked  confidence  in  the  wisdom  with 
which  it  is  administered.  Obviously,  in  the  absence  of 
some  reforms  designed  to  meet  the  criticisms  passed 
upon  it  and  endorsed  both  by  the  chairman  and  by  the 
three  business  men,  other  than  mine  owners,  on  the 
Commission,  it  is  not  to  be  supposed  that  the  miners 
will  throw  themselves  with  enthusiasm  into  working  a 
system  which  they  beheve  to  have  been  discredited. 

(b)   The  Continuance  of  Control 

Nor  is  the  second  alternative  much  more  attractive. 
No  doubt  the  mere  continuance  of  the  present  system  of 
government  control  is  a  possibility.  But  does  any  one 
really  desire  it?  The  mine  owners  do  not;  the  miners  do 
not  either,  tho  they  would  prefer  it  to  a  reversion  to 
pre-war  conditions.  The  consumer  received  some  pro- 
tection from  it  during  the  war  against  exorbitant  prices. 
But  it  may  be  doubted  whether  he  is  in  love  with  an 
arrangement  which  apparently  is  unable  to  cope  with 
the  admitted  deficiencies  in  the  present  organization 
of  production  and  distribution.  The  truth  appears  to  be 
that,  tho  necessary  as  a  war  measure,  mere  control  has 
the  merits  neither  of  pubhc  ownership  nor  of  private 
enterprise.  It  eUminates  some  of  the  advantages  which 
used  to  be  ascribed  to  competition,  without  securing 
those  which  (it  has  been  suggested)  are  offered  by  co- 
operation. On  the  one  hand,  it  removes,  at  least  to 
some  extent,  the  financial  spur  to  initiative.  On  the 
other  hand,  it  neither  secures  that  the  equipment  of 
the  pits  is  brought  up  to  date  after  the  inevitable  de- 
terioration caused  by  the  war,  nor  introduces  the  "  collec- 
tive production"  pleaded  for  by  Sir  Richard  Redmayne, 
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nor  insists  upon  the  adoption  of  a  more  economical 
system  of  distribution.  Not  a  single  one  of  the  reforms 
emphasized  as  essential  before  the  Commission  more 
than  12  months  ago  has,  so  far  as  is  known,  been  intro- 
duced, and  in  the  meantime  prices  have  more  than  once 
been  raised.  "Control"  tends,  in  short,  to  be  negative 
and  restrictive,  when  what  is  needed  is  something  posi- 
tive and  constructive. 


(c)    UnificcLtion  under  Private  Management 

It  is  a  realization  of  the  difficulties  involved  in  either 
of  these  proposals  which  has  led,  it  is  to  be  presumed, 
to  the  various  schemes  from  time  to  time  advanced  for 
ending  the  individual  ownership  of  mines  without 
putting  public  ownership  in  its  place.  As  long  ago  as 
1893,  Sir  George  Elliott,  a  prominent  South  Wales 
mine  owner,  lu^ed  the  imification  of  the  industry  un- 
der public  supervision.  Sir  Richard  Redmayne,  while 
declining  to  conunit  himself  to  nationalization,  pleaded 
before  the  Coal  Commission  for  what  he  called  "col- 
lective production."  It  is  understood  that  the  Coal 
Controller's  Department  had  been  so  gravely  impressed 
with  the  necessity  for  some  measure  of  unification,  that 
even  before  the  appointment  of  the  Commission  it  had 
considered  the  possibility  of  merging  aU  the  existing 
interests  in  a  single  corporation.  Sir  Arthur  Duckham, 
while  expressing  himself  strongly  against  nationalizar 
tion,  declared  that  "the  working  of  over  3,000  collieries 
by  more  than  1500  separate  interests  has  resulted  in 
heavy  losses  of  coal  and  inefficient  working,"  recom- 
mended the  complete  expropriation  of  the  mine  owners, 
and  proposed  to  substitute  for  the  present  confusion  the 
amalgamation  of  the  collieries  in  each  district  into  a 
single  corporation,  which  would  (a)  be  governed  by  a 
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board  of  seven  directors,  four  to  be  elected  by  share- 
holders, two  by  mmers,  and  one  by  managers  and 
under-managers;  (6)  be  guaranteed  a  dividend  of  4 
per  cent  by  the  state;  (c)  be  allowed  to  pay  6  per 
cent,  after  which  any  further  profits  must  be  allocated 
in  the  proportion  of  two-thirds  to  reduce  the  price  of 
coal  and  one-third  to  dividends. 

Proposals  of  this  general  character  are  being  ad- 
vanced in  more  than  one  country  and  with  reference 
to  more  than  one  industry.  Sir  Arthur  Duckham's 
reconmiendations  bear  a  family  likeness  to  the  Esch- 
Cummings  Railroad  Act.  These  schemes  seem,  in  fact, 
to  be  the  first  reaction  caused  by  the  discovery  that 
private  enterprise,  as  hitherto  understood,  is  not  func- 
tioning as  is  desired.  They  possess  certain  merits.  It 
is  probable,  for  example,  that,  were  the  plan  recom- 
mended by  Sir  Arthur  Duckham  adopted,  the  result 
would  be  to  eliminate  some  of  the  wastes  incidental  to 
the  present  system.  On  the  other  hand,  they  appear 
to  have  certain  drawbacks  which  require  to  be  weighed 
before  they  are  accepted  as  the  best  policy  practicable. 
In  the  first  place,  it  may  be  doubted  whether  Sir 
Arthur  Duckham's  proposals  would  remove  or  even 
seriously  mitigate  the  whole  body  of  difficulties  which 
arise  from  friction  between  the  miners  and  private 
owners.  It  might  do  so,  for  here  again  one  is  handling 
imponderables.  But  the  miners  themselves  think  it 
would  not;  and  if  it  is  the  case  that  the  essence  of  their 
claim  is  that  the  workers  in  the  industry,  whatever 
their  grade,  should  be  admitted  to  a  partnership  with 
the  public,  it  is  at  least  probable  that  they  are  right. 
More  serious,  perhaps,  is  the  danger  with  which  schemes 
of  this  kind  would  confront  the  consumer.  What  is 
suggested,  is,  in  effect,  the  creation  of  some  15  to  20 
gigantic  coal  corporations  under  public  supervision. 
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There  is  considerable  experience  of  the  pohcy  of  private 
monopolies  working  under  some  system  of  state  regu- 
lation. It  was  that  adopted,  for  example,  by  British 
mimicipalities  prior  to  the  development  of  municipal 
enterprise  in  water,  gas,  trams,  and  electricity.  The 
drawback  to  it  is  that,  once  these  leviathans  are 
brought  into  existence,  they  are  apt  to  control  the  public 
more  eflfectively  than  the  public  controls  them,  and 
that  they  meet  attempts  to  clip  their  claws  by  passive 
obstruction  or  by  some  secret  arrangement  which  can- 
not easily  be  prevented  or  exposed. 

And  after  all,  what  are  the  advantages  of  private 
ownership,  when  it  has  been  attenuated  to  the  point 
proposed  by  Sir  Arthur  Duckham?  Might  not  the 
mine  owners  legitimately  meet  his  substitute  for  na- 
tionalization with  the  retort,  ''Thank  you  for  nothing"  ? 
Private  enterprise  has  its  merits;  so  also,  perhaps,  has 
public  ownership.  But,  by  the  time  Sir  Arthur  has 
done  with  it,  not  much  remains  of  "the  simple  and 
obvious  system  of  natural  liberty,"  while  he  is  pre- 
cluded from  appealing  to  the  motives  which  are  stressed 
by  advocates  of  nationaUzation.  Private  ownership, 
refined  down  to  the  extent  which  proposals  of  this 
order  contemplate,  carries  with  it  little  of  what  is 
normally  valued  in  ownership  and  appears  to  be  singu- 
larly devoid  of  privacy.  It  is  one  thing  to  be  an 
entrepreneur  with  a  world  of  adventure  and  unlimited 
profits — if  they  can  be  achieved!  —  before  one.  It  is 
quite  another  to  be  a  director  of  a  coal  corporation 
with  a  minimum  rate  of  profit  which  is  guaranteed  and 
a  maximum  which  cannot  (except  to  a  small  extent) 
be  exceeded.  Hybrids  are  apt  to  be  sterile.  It  may 
be  questioned  whether,  in  drawing  the  teeth  of  private 
capitalism,  these  schemes  do  not  draw  out  most  of  its 
virtues. 
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(d)  N aJti(m(Mzation 

The  word  usually  employed  to  describe  proposals 
such  as  those  advanced  by  Mr.  Justice  Sankey  is  na- 
tionalization. It  is  not  a  felicitous  one.  Quite  apart 
from  its  liability  to  cut  short  blameless  citizens  by 
inducing  premature  apoplexy,  it  has  the  even  more 
serious  defect  of  confusing  under  one  ambiguous  title 
two  problems,  between  which  it  is  important  to  dis- 
tinguish. The  first  is  the  problem  of  ownership;  the 
second  is  the  problem  of  administration.  One  cannot, 
it  is  true,  decide  on  the  former  without  having  reached 
some  provisional  conclusion  with  regard  to  the  latter. 
But  when  the  question  of  ownership  has  been  settled, 
the  question  of  administration  still  remains  for  solu- 
tion. The  possible  types  of  organization,  if  private 
ownership  is  termmated,  are  various,  and  the  practical 
merits  or  demerits  of  nationaUzation  depend  largely 
upon  which  is  selected.  To  assume,  as  is  too  often 
done  in  current  controversy,  that  the  model  to  which 
the  organization  of  any  nationalized  industry  must  con- 
form is  that  of  the  Post  Office,  is  as  reasonable  as  to 
regard  the  United  States  Steel  Corporation  or  the  Stand- 
ard Oil  Company  as  the  grand  pattern  and  exemplar  of 
private  enterprise.  The  truth  is  that,  whether  an  in- 
dustry is  in  public  or  private  hands,  it  may  be  organ- 
ized and  managed  on  one  or  other  of  several  different 
methods.  Which  is  most  suitable  will  depend  partly 
upon  the  technical  conditions  of  the  particular  industry 
under  consideration,  partly  upon  less  easily  definable 
matters  of  political  and  social  habit  and  tradition.  It 
would  obviously  be  absurd  to  suggest  the  same  adminis- 
trative system  for  the  coal  industry  as  for  the  railways; 
nor  is  it  likely  that  the  organization  which  suited  (say) 


THE  BRITISH  COAL  INDUSTRY  93 

and  important  of  the  questions  at  issue.     They  are 
directed  to  the  denunciation  or  advocacy  of  proposals 
which  no  one  has  advanced.    One  must  not  be  hard  on 
them:   it  is  not  reasonable  to  expect  that  controver- 
sialists should  bum  their  arsenal  of  literature  merely 
because  it  is  no  longer  relevant.    But  neither  must  we 
be  misled  by  them.    And  the  truth  is  that,  considered 
in  relation  to  the  scheme  for  the  nationalization  of  the 
coal  mines,  set  out  in  detail  by  Mr.  Justice  Sankey, 
they  are  as  obsolete  as  the  armaments  of  the  Stone  Age. 
Mr.  Justice  Sankey's  proposals  (omitting  all  details) 
may  be  summarized  briefly  as  foUows:  — 

(1)  That  the  state  should  purchase  the  collieries  (in- 
cluding machinery,  plant,  buildings,  stores,  etc.),  at  a 
fair  value. 

(2)  That  the  administration  of  the  industry  should 
be  vested  in  the  hands  of: 

(a)  A  Local  Mining  Coimcil  at  each  pit,  the  Council 
to  consist  of  10  members  4  elected  by  ballot  of 
the  workers  at  the  pit,  3  appointed  by  the  Dis- 
trict Mining  Coimcil,  together  with  the  mana- 
gers, imder-manager,  and  commercial  manager 
ex-officio.  The  manager  "shall  be  responsible 
for  the  control,  management,  direction  and 
safety  of  the  mine."  The  Local  Mining  Coimcil 
"  shall  meet  fortnightly  or  oftener  if  need  be,  to 
advise  the  manager  on  all  questions  concerning 
the  direction  and  safety  of  the  mine." 

(6)  A  District  Mining  Coimcil  in  each  district.  They 
shall  consist  of  a  chairman  and  vice-chairman 
appointed  by  the  Minister  of  Mines,  and  12 
other  members,  of  whom  4  shall  be  elected  by 
ballot  of  the  workers,  and  8  shall  be  appointed 
l^  the  National  Mining  Council,  as  follows:  — 
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moneys,  until  the  profit  accruing  from  the  industry  is 
periodically  ascertained  and  paid  into  the  Exchequer/' 

(4)  What  are  usually  described  as  "civil  service 
methods"  are  to  have  no  place  in  the  new  service.  "It 
being  of  vital  importance  that  the  Mmes  Department 
shall  be  managed  with  the  freedom  of  a  private  busi- 
ness, the  present  Civil  Service  system  of  selection  and 
promotion  by  lengths  of  service,  of  grades  of  servants, 
of  minuting  operations  and  reports  from  one  servant 
to  another,  and  of  salaries  and  pensions,  shall  not  apply 
to  the  servants  attached  to  the  Mines  Department." 

(5)  There  shall  be  complete  publicity.  "The  Minis- 
ter of  Mines  shall  cause  the  following  statistics  to  be 
made  public :  — 

(a)  The  quarterly  financial  returns  from  each  dis- 
trict. 
(6    The  output  from  each  district. 

(c)  The  number  of  persons  employed  above  and 
below  groimd. 

(d)  The  cost  per  ton  of  getting  and  distributing  coal, 
showing  proportion  due  to  wages,  material, 
management,  interest,  and  profit. 

(e)  The  amount  of  coal  produced  per  man  per  shift. 

(f)  The  amount  of  absenteeism. 

VT.  The  Obganization  of  the  Industry 
UNDER  Public  OwNERsmp 

Whether  the  acquisition  of  mines  and  minerals  is 
financially  a  sound  investment  or  not  depends,  in  the 
first  place,  on  the  price  paid  for  them.  The  capital 
value  of  the  mines  on  the  basis  of  10^.  per  ton  of 
average  output  for  the  five  years  190&-13,  which  was 
270  million  tons,  would  be  £135,000,000.  This  figure 
was  suggested  by  Dr.  Stamp,  the  Assistant  Secretary  to 
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result  of  substituting  a  unified  system  of  production 
and  distribution  for  the  "extravagance  and  waste"  of 
individual  ownership. 

"Provided  the  administration  is  efficient."    That, 
however,  is  the  crux  of  the  whole  problem.    It  is  not 
difficult  to  see  how  Mr.  Justice  Sankey  intends  that  the 
machinery  which  he  proposes  shaU  work.    The  function 
of  the  National  Mining  Council  would  be  to  deal  with 
the  large  questions  of  policy  affecting  the  industry  as 
a  whole,  for  example,  finance,  the  surveying  of  the  coal 
fields  and  boring  for  coal,  the  total  amount  of  coal  to 
be  produced,  the  organization  of  an  economical  and  effi- 
cient system  of  distribution,  prices  and  national  wages 
questions,  general  regulations  with  regard  to  health 
and  safety,  and  the  allocation  of  a  f imd  for  housing  in 
mimng  districts.    The  District  Minmg  Councils  would 
be  responsible  for  meeting,  in  accordance  with  the 
special  conditions  of  their  respective  districts,  the  de- 
mands made  upon  them  by  the  National  Mining  Coim- 
cil,  and  for  carrying  out  its  general  policy.    They  would 
cany  on  the  routine  admmistration  of  then-  own  coal 
fields,  would  settle  the  most  efficient  way  of  getting  coal 
in  the  special  circimistances  of  their  various  localities, 
would  be  responsible  for  the  equipment  and  output  of 
mines  m  their  areas,  would  determme  where  pumping 
or  generating  stations  should  be  erected,  would  appoint 
managers,  would  see  that  each  pit  supplied  the  quota 
that  could  reasonably  be  demanded  from  it,  would  se- 
cure regularity  of  production,  and  would  be  a  court  of 
appeal  to  which  questions  from  individual  pits  could  be 
referred.    The  Pit  Committees  would  not  relieve  the 
manager  of  his  legal  responsibility,  which  must  remain 
as  it  is  at  present.    But  they  would  assist  him  in  deal- 
ing with  questions  of  discipline,  of  health  and  safety, 
and  of  output.    They  would  suggest  improvements  in 
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methods  of  working  and  would  point  to  sources  of 
waste  which  could  be  removed.  They  would,  in  short, 
be  the  organ  through  which  the  views  of  the  men  in 
each  particular  mine  found  expression,  and  through 
which  the  workers  took  their  share  both  in  the  efifective 
discharge  of  their  obligations  to  the  community  and  in 
the  control  of  the  conditions  upon  which  their  own 
well-being  depends. 

The  distributive  side  of  the  industry,  which  is  at 
present  in  anarchy,  would  undergo  a  corresponding 
reorganization.  The  privately  owned  trucks  (roughly 
600,000)  belonging  to  some  thousand  separate  collieries 
and  merchants,  which  are  empty  for  half  their  lives  and 
hamper  the  railways  with  needless  shunting,  would  be 
pooled  in  the  hands  of  a  public  service,  and  would,  of 
course,  be  used  indifferently  for  all  collieries.  Instead 
of  household  coal  passing  through  the  hands  of  three 
or  more  distributors  before  it  reaches  the  consumer, 
the  District  Mining  Councils  would  arrange  to  supply 
the  local  authorities  in  the  area  allotted  them  with  their 
quota  of  coal,  and  the  local  authorities  would  distribute 
it  direct  to  the  household  consumer.  In  view  of  the 
almost  complete  helplessness  of  the  ordinary  household 
consumer  when  confronted  with  a  rise  of  price  in  the 
past,  and  of  the  well-known  fact  that  collieries  and  dis- 
tributors took  advantage  of  every  threatened  dispute  or 
cold  snap  to  raise  prices  against  him,  there  is  some- 
thing cynically  comic  in  the  suggestion  that  he  has 
anything  but  an  immense  increase  in  influence  and  in 
power  of  self-protection  to  gain  from  pubUc  ownership, 
accompanied  by  a  scheme  of  administration  such  as  is 
suggested  above. 

This  is  the  intention.  What  probability,  however,  is 
there  that  it  will  be  realized  ?  The  first  rule  of  candid 
controversy  should  be  to  treat  imcertainties  as  uncer- 
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tain;  and  it  may  be  admitted  at  once  that  no  one  can 
promise  any  given  result  as  the  certain  outcome  of  na- 
tionalization.   Neither  can  he  promise  it  from  a  contin- 
uance of  private  ownership,  which  appears,  on  a  good 
deal  of  the  evidence,  to  be  runnmg  down.    In  the  last 
30  years,  indeed,  private  ownership  would  appear  to 
have  changed  its  nature  in  certain  important  respects. 
The  concentration  of  management  in  the  hands  of  sal- 
aried officials,  the  development  of  a  science  of  mining 
engineering,  with  the  growth,  also,  of  a  professional 
spirit  and  outlook  as  its  natural  accompaniment,  the 
rise  of  a  strong  Mmers'  Federation  commandmg  more 
and  more  of  the  loyalty  and  allegiance  of  the  rank 
and  file  and  necessarily  subtracting  them  from  the 
owners,  the  creation  of  control  during  the  war  —  all 
these  changes  have  made  ''nationalization"  and  ''pri- 
vate ownership"  a  less  sharp  antithesis  than  it  was. 
Behind  the  formal  shell  of  an  outwardly  static  order, 
it  is  possible  to  discern  the  germs  of  a  new  system  of 
relations.    There  is  a  sense,  nevertheless,  in  which  all 
large  political  and  social  changes  are,  and  must  be  "a 
leap  in  the  dark."    Whether  it  is  wise  to  leap  or  not 
cannot  be  formally  demonstrated.    It  involves  an  act  of 
judgment  on  nmnerous  factors  which  are  not  susceptible 
of  precise  measurement.    Among  them  is  the  security 
and  comfort  of  the  position  hitherto  occupied.    When 
the  earth  is  quaking  or  the  roof  crumbling,  the  rash 
man  is  not  he  who  leaps  but  he  who  does  not. 

Those  who  propose  a  change  as  considerable  as  that 
reconmiended  by  Mr.  Justice  Sankey  are  imder  an  obU- 
gation  to  show,  however,  that  they  have  not  ignored 
the  dangers,  but  have  estimated  them  coolly  and  made 
provision  for  avoiding  them.  The  most  general  criti- 
cism brought  against  public  services  is  that  they  tend 
to  be  overcentralized  and  top-heavy,  to  paralyze  ini- 
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tiative  and  to  conceal  responsibility,  to  play  for  safety 
and  to  avoid  risks,  to  hold  their  own,  not  by  ability,  but 
by  the  mere  weight  of  obstructiveness,  to  offer  medi- 
ocrity the  protection  of  a  system  in  which  torpor  is 
organized,  and  agamst  the  leaden  mertia  of  which  both 
the  man  of  creative  talent  and  the  consuming  pubUc 
rage  in  vain.  Some  of  these  faults  are  the  defects  of  all 
large-scale  organizations,  whether  pubUc  or  private: 
one  must  not  expect  from  an  elephant  the  agility  of  a 
flea,  or  from  an  army  corps  the  mobility  of  a  guerilla 
band.  If,  compared  with  the  village  carrier,  a  railway 
company  and  the  post  office  have  the  defects  of  their 
quaUties,  they  also  have  the  qualities  of  their  defects. 
On  the  other  hand,  there  is  enough  truth  in  the  indict- 
ment to  make  any  person  of  caution  think  twice  before 
increasing  the  scale  of  business  organization,  unless  he 
can  see  his  way  to  prevent  the  economies  of  unification 
being  neutrahzed  by  the  drawbacks  of  overcentraliza- 
tion.  Both  are  normally  real  enough.  The  problem  is 
to  secure  as  many  as  possible  of  the  former  while  ad- 
mitting as  few  as  possible  of  the  latter.  To  put  it  con- 
cretely, the  facts  which  faced  Mr.  Justice  Sankey  were 
(a)  the  admitted  "waste  and  extravagance"  of  indi- 
vidual ownership;  (6)  the  improbability  that  the  fric- 
tion between  mine  workers  and  owners,  with  all  its 
resultant  social  and  economic  evils,  would  be  termi- 
nated under  the  present  system.  His  task  was  to  de- 
vise an  organization  which  would  introduce  a  more 
economical  system  of  production  and  distribution,  which 
would  cause  the  mine  workers  to  throw  their  weight  on 
the  side  of  efficiency  and  progress,  and  which  would 
secure  these  advantages  without  dissipating  them  by 
submitting  the  industry  to  the  dangers  of  bureaucratic 
paralysis.  The  problem  is,  in  fact,  the  familiar  one  of 
making  a  constitution.  Mr.  Justice  Sankey  had  to 
draft  its  fundamentals. 
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His  first  solution  was  a  familiar  one.  It  was,  in  effect; 
federalism.  The  word  is  not  used,  of  course,  in  any//."; 
technical  sense.  But  it  suggests  aptly  the  difference  ". 
between  nationalization  as  usually  conceived  in  the 
past  and  nationalization  as  interpreted  by  Mr.  Justice 
Sankey  in  terms  of  a  definite  constitution.  The  center 
of  his  whole  program  is  the  District  Mming  Coun- 
cil, which  is  to  stand  for  decentralized  administration 
within  the  framework  of  a  national  system.  There  is 
no  question  of  ''managing  the  industry  from  White- 
hall." The  characteristics  of  different  coal  fields  vary 
so  widely  that  a  manager  who  is  competent  in  one  may 
be  almost  helpless  in  another,  until  he  has  learned  how 
to  deal  with  its  peculiarities.  There  will  be  a  division 
of  functions  and  powers  between  the  central  authority 
and  district  authorities.  The  former  will  lay  down 
general  rules  as  to  those  matters  which  must  neces- 
sarily be  dealt  with  on  a  national  basis.  The  latter 
will  administer  the  industry  within  their  own  districts, 
and  as  long  as  they  comply  with  those  rules  and  supply 
their  quota  of  coal,  they  will  possess  local  autonomy  and 
will  follow  the  method  of  working  the  pits  which  they 
think  best  suited  to  local  conditions.  This  plan  is  in 
accordance  with  existing  mining  practice.  It  corre- 
sponds to  the  organization  of  the  workers,  which  has 
the  coal  field  as  its  basis  and  bond  of  imion.  It  is  in 
line  with  the  spirit  and  tradition  of  English  local 
government. 

In  the  second  place,  Mr.  Justice  Sankey's  report  laid 
considerable  emphasis  upon  the  need  of  avoiding  in  a 
nationalized  coal  industry  some  of  the  characteristics 
which  have  hitherto  attached  both  to  private  industry 
and  to  state  departments.  On  the  one  hand,  there  is  to 
be  complete  publicity.  On  the  other  hand,  the  methods 
of  the  existing  civil  service  in  recruiting  and  promoting 
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the  p^sonnely  in  departmental  routine,  in  the  relation  of 
V  :\\  the  departments  to  the  Treasury,  are  not  to  be  followed 
as  a  precedent.  The  first  point  is  one  which  should  need 
no  emphasis.  Publicity  with  regard  to  costs  and  profits 
is  the  indispensable  foimdation  of  all  other  reforms, 
whether  individualist  or  socialist.  The  reference  to  the 
civil  service  raises  were  difi&cult  problems.  The  habit 
which  obtained  in  England  nearly  fifty  years  ago,  and 
which  is  still  perhaps  not  wholly  dead  in  America,  of 
speaking  of  a  civil  servant  as  a  man  who  is  a  fool  only 
because  he  is  too  incompetent  to  be  a  knave,  may  be  dis- 
missed with  other  common  forms  of  controversy  as  be- 
neath  serious  attention.  Most  observers  would  agree 
that  the  British  civil  service  does  the  work  entrusted  to 
it  with  a  zeal  and  efficiency  not  inferior  —  to  put  it 
mildly  —  to  those  shown  in  private  industry.  But  that 
is  only  half  the  issue.  The  work  for  which  it  has  hitherto 
been  designed  is  not  the  adnunistration  of  industry,  and 
it  is  quite  reasonable  that  doubts  should  be  entertained 
of  its  efficiency  in  an  imfamiliar  field.  Granted,  how- 
ever, that  the  existing  services  are  recruited  and  trained 
for  work  of  another  kind,  is  there  anything  to  prevent 
a  new  type  of  service  being  recruited  to  handle  a  new 
problem  ?  On  that  point  the  most  impressive  evidence 
submitted  to  the  Coal  Industry  Conunission  came  from 
Lord  Haldane,  who,  as  Minister  of  War,  had  organized 
a  great  administrative  service.  What  he  said,  in  effect, 
was  that  the  public  could  secure  such  a  personnel  and 
such  an  administrative  system  as  it  pleased,  provided 
it  would  take  the  trouble  to  train  the  former  to  show 
the  quaUties  of  initiative  and  responsibility  required 
for  the  conduct  of  industry,  and  to  organize  the  latter 
in  such  a  way  as  to  give  those  qualities  free  play.  If, 
he  argued,  esprit  de  corpsj  initiative,  professional  zeal, 
can  be  developed  by  training  in  a  body  of  men  who  are 
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to  become  regimental  officers,  they  can  be  developed 
equally  among  men  who  are  to  be  in  charge  of  collieries. 
In  short,  the  character  of  a  service  is  not  a  fixed  quan- 
tity. Its  morale  may  be  high  or  low.  Which  it  shall 
be  is  largely,  tho  no  doubt  not  wholly,  within  human 
control.  In  the  course  of  the  last  himdred  years,  Brit- 
ish mimicipahties  have  been  transformed  from  the 
corrupt  oUgarchies  of  1820  to  bodies  which  handle 
complex  questions  by  means  of  a  numerous,  and  on 
the  whole,  efficient  and  pubUc-spirited  personnel.  It  is 
arguable,  at  least,  that,  if  the  same  result  is  desired  in 
industry,  the  same  result  can  be  achieved. 

These  elements  in  Mr.  Justice  Sankey's  scheme  were 
intended  to  meet  some  of  the  conventional  objections 
to  the  policy  of  pubUc  ownership.  There  was  another 
feature  in  it,  however,  which,  tho  also  intended  to  be 
a  safeguard  against  bureaucracy,  was  in  reality  much 
more  than  that,  and  on  the  effect  of  which,  indeed,  the 
success  of  the  whole  poUcy  to  no  small  extent  depends. 
Behind  all  the  technical  defects  in  the  organization  of 
the  industry  Ues  a  fact  of  ethics  or  psychology  or  human 
nature,  which  in  significance  outweighs  them  all  —  the 
distrust,  sharpening  to  dislike,  which  it  arouses  in  the 
minds  of  a  growing  number  of  mmers.  Behind  aU  pro- 
posals for  nationalization  Ues  one  general  question  of 
quite  capital  importance  —  what  is  likely  to  be  the  atti- 
tude of  the  mine  workers  to  the  new  order? 

The  criticisms  of  the  industry  as  at  present  conducted 
which  the  Federation's  witnesses  laid  before  the  Com- 
mission were  almost  iminteUigible,  it  may  be  suspected, 
to  many  of  those  who  heard  or  read  them.  That  was 
not  the  fault  of  the  witnesses,  who  spoke  with  admirable 
candor  and  lucidity.  It  was  due  to  the  fact  that  the 
assumptions  from  which  they  started  were  foreign  to 
the  ideas  of  most  business  men,  and  have  only  gradually 
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been  becoming  explicit  in  the  minds  of  working  people. 
To  the  former,  it  normally  seems  self-evident  that  the 
government  of  industry,  involving  direction  of  those 
working  in  it,  should  be  vested  in  the  hands  of  the 
owners  of  the  capital.  Whether  the  owner  be  a  body 
of  shareholders  or  (by  some  evil  chance)  the  state,  it 
is  for  him  to  give  orders  and  for  the  workmen  to  carry 
them  out.  The  latter  are  feeling  their  way  to  a  view  of 
industry  under  which  "management"  will  no  longer 
be  the  exclusive  function  of  the  property  owner  or 
his  agents,  and  the  line  between  ''management"  and 
"labor"  will  be  redrawn.  This  was  the  meaning  —  to 
give  one  example  —  of  the  statement  of  the  very  level- 
headed and  experienced  secretary  of  the  Northmnber- 
land  Miner's  Association,  that  what  the  mines  are  really 
demanding  is  not  merely  better  conditions,  but  "free- 
dom" and  "responsibility."  It  would  be  a  mistake  to 
underestimate  the  significance  of  these  phrases  merely 
because  they  are  vague;  phrases  not  much  more  pre- 
cise have  made  revolutions  and  are  enshrined  in  famous 
constitutional  documents.  What  they  amount  to  is 
something  in  essence  fairly  simple.  The  mine  workers 
—  or  a  determining  minority  of  them  —  feel  that  the 
administration  of  the  industry  by  the  agents  of  share- 
holders for  the  pecimiary  gain  of  shareholders  involves 
the  control  of  their  working  lives  by  a  comparatively 
small  number  of  persons  for  ends  and  by  means  with 
regard  to  which  they  are  not  consulted.  They  believe 
that,  in  virtue  of  their  practical  experience,  they  can 
make  important  contributions  to  the  program  of  their 
industry,  and  that  these  contributions  are  frequently  not 
welcomed  by  the  management  today. 

The  practical  outcome  of  this  point  of  view  was  that 
while  one  section  of  opinion — that  of  the  owners — was 
opposed  to  centralized  and  bureaucratic  administration 
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on  the  ground  that  it  was  unfavorable  to  efficiency, 
another,  that  represented  by  the  miners  themselves, 
declared  that  it  would  not  meet  the  workers'  de- 
mand for  a  higher  professional  status  and  a  share  in 
the  government  of  the  industry.  The  demand  of  the 
Federation  was  that  one-half  the  membership  of  the 
bodies  controlling  the  industry  should  be  chosen  by 
itself.  Mr.  Justice  Sankey  proposed  that  the  mine 
workers  should  nominate  on  the  District  and  National 
Mining  Councils  one-third  of  the  members,  and  10  out 
of  13  members  to  the  Pit  Committees.  The  precise 
proportion  in  which  different  mterests  are  to  be  repr^ 
sented  is  obviously  a  matter  of  degree.  The  significant 
point  is  Mr.  Justice  Sankey's  recognition  of  the  de- 
mand for  a  share  in  "control"  as  inherently  reasonable, 
and  indeed  the  inevitable  result  of  social  and  educa- 
tional changes.  He  gave  it  as  one  capital  reason  why 
mere  imification,  without  pubUc  ownership,  would  not 
meet  the  situation:  "A  great  change  has  come  over 
the  workers  in  the  coal  fields,  and  it  is  becoming  in- 
creasingly difficult  to  carry  on  the  industry  on  the  old 
accustomed  lines.  The  relationship  between  the  mas- 
ters and  workers  in  most  of  the  coal  fields  of  the  United 
Kingdom  is,  unfortunately,  of  such  a  character  that  it 
seems  impossible  to  better  it  under  the  present  system 
of  ownership.  Many  of  the  workers  think  they  are 
working  for  the  capitalist,  and  a  strike  becomes  a  con- 
test between  labor  and  capital.  This  is  much  less 
likely  to  apply  with  the  state  as  owner  and  there  is 
fair  reason  to  expect  that  the  relationship  between 
labor  and  the  conununity  will  be  an  improvement  upon 
the  relationship  between  labor  and  capital  in  the  coal 
fields.  Half  a  centiuy  of  education  has  produced  in  the 
workers  in  the  coal  fields  far  more  than  a  desire  for  the 
material  advantages  of  higher  wages  and  shorter  hours. 
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They  have  now,  in  many  cases  and  to  an  ever-mcrea&- 
ing  extent,  a  higher  ambition  of  taking  their  due  share 
and  interest  in  the  direction  of  the  industry  to  the  suc- 
cess of  which  they,  too,  are  contributing." 

To  some  these  words  will  seem  absurd,  to  others 
prophetic;  this  is  not  the  place  to  argue  about  ulti- 
mates.  If,  however,  the  machinery  of  Pit  Committees, 
District  Coimcils  and  National  Mining  Coimcils  seem 
unduly  elaborate,  it  may  be  pointed  out  that  it  must 
be  read  as  in  part  an  attempt  to  meet  this  new  demand. 
It  is  complex,  in  fact,  only  as  democracy  is  usually 
more  complex  than  an  absolute  and  centraUzed  govern- 
ment. The  individual  workman  will  know  that  the 
authority  responsible  for  administering  the  industry 
consists,  in  part,  of  men  with  the  same  experience  as 
himself,  and  that  he,  by  his  own  suggestions  and  criti- 
cisms, can  improve  the  working  conditions  and  effi- 
ciency of  his  own  pit.  The  organization  of  which  he  is 
a  member  will  no  longer  be  concerned  solely  with  re- 
sisting reductions  or  securing  advances.  It  will  form 
part  of  the  government  of  the  industry,  and  will  thus 
be  in  a  position  to  assume,  as  it  cannot  now,  a  profes- 
sional responsibility  for  the  quality  of  the  service. 

The  advantages  of  increased  safety,  leisure,  security 
of  emplojrment,  health  and  comfort,  are  not  the  only 
benefits  by  which  such  a  change  in  status  will  be  ac- 
companied. Nor  is  it  only  for  the  sake  of  the  mine 
workers  that  such  an  organization  is  reconmiended. 
Those  who  advocate  it  would  argue  that  it  is  at  least 
as  desirable  for  the  sake  of  the  consumer,  on  whom 
after  all  the  burden  of  the  present  situation  ultimately 
rests.  ''The  truth  is,"  they  would  say,  "that  as  far  as 
the  coal  industry  is  concerned  the  old  regime  is  break- 
ing down.  The  discipline  upon  which  it  reUed  to  se- 
cure efficiency  depended,  in  the  last  resort,  upon  the 
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ability  of  the  management  to  enforce  its  will  by  the 
threat  of  dismissal,  which  meant  in  effect  (tho  it  may 
be  admitted  with  reluctance)  by  an  appeal  to  himger 
and  fear.  Whatever  the  ethical  qualities  of  that  order 
of  relationships,  it  had  at  any  rate  one  genuine  merit. 
It  worked.  Today  it  is  working  no  longer.  It  is 
working  no  longer  because  a  generation  of  organiza- 
tion and  education  has  destroyed  the  psychological 
foimdations  which  made  it  possible.  That  fact  may 
not  be  susceptible  of  statistical  proof.  But  it  is  a  fact 
nevertheless,  and  the  course  of  wisdom  is  neither  to 
praise  it,  nor  to  denounce  it,  but  to  recognize  and  act 
upon  it.  Productive  efficiency  is  indispensable.  If  it 
can  no  longer  be  secured  by  one  type  of  discipline,  it 
must  be  secured  by  another.  The  alternative  to  the 
discipline  imposed  till  recently  with  success  by  the 
owners  is  the  discipline  of  professional  pride  and  re- 
sponsibility imposed  by  the  workers  on  themselves.  If 
the  mine  workers  are  strong  enough  to  enforce  negative 
and  defensive  restrictions,  they  must  go  further  and 
undertake  positive  obUgations.  They  must  occupy  the 
position  of  partners  in  a  communal  enterprise,  and 
have  the  power  needed  to  discharge  the  obUgations 
which  that  position  entails."  If  that  interpretation  of 
the  present  impasse  contains  any  elements  of  truth,  it 
is  obviously  of  some  importance.  It  is  for  each  student 
of  the  problem  to  decide  for  himself  whether  it  does. 

R.  H.  Tawnby. 

London,  England. 
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I.  Introductory 

For  an  understanding  of  Italy's  tax  program  it  is 
necessary  to  know  something  of  the  preliminary  stages 
of  the  measures  finally  enacted.  By  a  decree  of  the  Minis- 
try of  Finance  (July  29, 1919,  No.  7532)  a  commission  ^ 
was  appointed  to  present  to  the  government  a  plan  for 
an  extraordinary  tax  on  property.  The  only  limitations 
laid  down  by  the  government  were  that  the  smaller 
properties  were  to  be  exempt  and  the  tax  was  to  weigh 
more  heavily  on  properties  formed  and  increased  in 
consequence  of  the  war.  In  August  the  commission  held 
some  ten  sessions  and  reached  certain  conclusions  which 
a  sub-committee  was  instructed  to  formulate  into  a  pro- 
jected lawj  Toward  the  end  of  September  the  sub- 
committee presented  its  plan,  which  contained  two 
important  features:  one,  an  obligatory  or  forced  loan; 
the  other,  a  tax  on  the  increases  of  property  during  the 
war. 

1  Of  this  commiasion  the  writer  of  the  present  article  was  a  member. — Bd%tcr§, 
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According  to  the  provisions  of  the  proposed  forced 
loan  all  taxpayers  possessing  property  in  excess  of  20,- 
000  lire  were  to  make  loans  to  the  state.  These  loans 
increased  progressively  as  the  amount  of  the  property 
increased.  Five  per  cent  of  the  amount  possessed  was 
allotted  to  properties  of  20,000  lire,  the  percentage  in- 
creasing until  40  per  cent  was  demanded  from  those  of 
100,000,000  lire  or  more.  In  return  for  this  compulsory 
payment  the  contributor  was  to  receive  an  equivalent 
in  tax  free  bonds  bearing  interest  at  1  per  cent  a  year 
and  redeemable  within  a  period  of  seventy  years, 
beginning  January  1,  1920. 

The  present  value  of  the  securities  offered,  taking  the 
standard  of  interest  of  5  per  cent  as  a  basis,  was  one- 
third  of  the  face  value,  i.  e.,  the  burden  of  the  tax  was 
about  67  Ure  for  every  100  lire  paid.  However,  the  tax- 
payer was  given  the  option  of  either  contributing  the 
full  amount  of  the  assessment  and  receiving  in  return 
the  1  per  cent  certificates  or  paying  66.66  per  cent  of  the 
assessment,  once  for  all,  with  no  promise  of  reimburse- 
ment. Clearly,  the  forced  loan  was  merely  a  matter  of 
form.  Actually,  the  plan  provided  for  an  extraordinary 
tax  on  property  equal  to  two-thirds  of  the  declared 
rates,  while,  if  the  taxpayer  were  so  incUned,  he  might 
subscribe  voluntarily  to  the  remaining  one-third. 

The  second  part  of  the  proposal  called  for  a  tax  upon 
the  increases  of  property  in  excess  of  20,000  lire,  which 
had  appeared  during  the  war  period.  To  secure  ease  of 
administration,  such  increases  were  considered  equal  to 
the  war  profits  obtained  between  August  1,  1914  and 
December  31,  1919.  The  tax  was  to  apply  not  only  to 
the  profits  derived  from  manufactiu^s,  commerce,  and 
brokerage  business  —  incomes  which  had  been  subject 
to  the  war  profits  tax  —  but  to  increased  income  from 
other  sources  such  as  the  professions,  cultivation  of  land 
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by  the  owner  and  the  like,  which  had  not  been  subject  to 
the  war  tax.  Only  the  excess  beyond  ordinary  income 
was  to  be  considered  a  taxable  increase,  and  in  no  case 
was  the  increase  to  be  taxed  unless  it  amoimted  to  20,- 
000  lire.  Provision  was  made  for  numerous  exemptions, 
and  detailed  rules  were  given  for  the  calculation  of  war 
profits.  Upon  the  increases  finally  ascertained  the 
same  schedule  of  rates  was  to  apply  that  held  in  the 
extraordinary  tax  on  property  —  5  per  cent  to  40  per 
cent  for  increases  ranging  from  20,000  lire  to  100,000,000 
lire. 

The  two  taxes  were  not  exclusive.  One  who  had  ao- 
cmnulated  a  fortune  during  the  war  period  would  be 
subject  both  to  the  tax  on  property  and  the  tax  on  the 
increase  of  property. 

Both  of  the  taxes  were  due  on  January  1,  1920,  but 
provision  was  made  for  payment  in  installments.  The 
forced  loan  might  be  met  by  from  4  to  8  annual  pay- 
ments, the  larger  number  being  governed  by  the  pro- 
portion real  estate  bore  to  the  entire  property.  In  very 
exceptional  cases  payment  might  be  extended  over  12 
annual  installments.  The  tax  on  the  increase  of  prop- 
erty could  be  paid  in  3  annual  installments.  In  both 
cases  simple  interest  at  5  per  cent  a  year  was  required. 
The  relatively  short  period  over  which  the  two  taxes 
were  distributed  gave  them  the  appearance  of  a  levy  on 
capital. 

A  nmnber  of  methods  were  presented  to  secure  com- 
plete valuations.  Taxpayers  were  required  to  declare, 
under  oath,  their  entire  property  and,  in  addition,  the 
Finance  Department  was  given  the  right  to  fix  a  pre- 
sumptive value,  based  on  external  indications  such  as 
the  amoimt  of  house  rent,  the  number  of  servants,  the 
possession  of  jewels  and  so  on.  Authority  was  provided 
for  the  official  valuation  of  land  and  buildings.  But  the 
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characteristic  feature  of  the  plan  was  the  method 
adopted  to  ensure  the  full  declaration  of  bearer  certifi- 
cates. These  securities  promised  to  be  a  serious  stum- 
bling block  because  of  the  ease  with  which  they  could  be 
concealed.  It  was  proposed  that  they  should  be  taxed  at 
the  highest  rate,  40  per  cent,  irrespective  of  the  fortune 
of  the  taxpayers.  In  this  way,  it  was  thought,  a  method 
had  been  f oimd  which  would  induce  the  transfer  of  such 
seciuities  to  the  registered  form.  If  the  transfer  were 
made,  only  that  rate  would  be  exacted,  presumably  less 
than  40  per  cent,  which  was  applicable  to  the  property 
really  possessed.  This  discriminating  rate  was  to  be 
collected  from  the  body  issuing  the  securities,  the  prov- 
ince, conmiune  or  company  recouping  itself  from  the 
owner. 

By  the  end  of  September,  1919,  the  main  features  of 
the  plan  were  generally  known  to  the  public.  Great 
opposition  was  shown,  founded  especially  on  the  dis- 
turbance which  the  taxes  would  cause  in  dealings  in 
transferable  securities,  and  on  the  difficulties  which 
owners  of  land  and  buildings  would  encounter  if  obliged 
to  resort  to  forced  sales.  The  40  per  cent  tax  on  bearer 
certificates,  to  be  collected  from  the  issuing  body  also 
aroused  fears,  altho  perhaps  not  well  foimded.  Finally, 
the  financial  authorities  faced  a  difficult  problem  in  the 
administration  of  the  tax  on  the  increase  of  property  in 
determining  and  verifying  the  incomes  declared  by  those 
not  reached  by  the  tax  on  war  profits,  especially  for  the 
earlier  years  of  the  war. 

For  these  reasons  the  government  decided  to  split  the 
original  plan  into  four  parts;  each  independent  of  the 
others.  (1)  A  decree  of  November  24,  1919,  No.  2168, 
ordered  the  issuingof  a  voluntary  loan  at  5  per  cent  at  the 
price  of  87.50  lire.  This  loan  had  great  success.  While 
the  first  war  loan  (1915,  4}  per  cent)  had  furnished  the 
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state  the  sum  of  1,000,000,000  lire,  the  second  (1915,  4i 
per  cent)  the  sum  of  1,145,900,000  Ure,  the  third  (1916, 
5  per  cent)  3,018,100,000  Ure,  the  fourth  (1917,  5  per 
cent)  3,798,500,000  Ure,  the  fifth  (1918,  5  per  cent) 
6,089,100,000  Ure,  the  sixth  brought  in  20,000,000,000 
Ure,  or  more  than  all  the  other  five  combined. 

(2)  An  extraordinary  tax  on  property,  regulated  by 
the  decree  of  November  24,  1919. 

(3)  A  tax  on  the  increase  of  property  obtained  on  ac- 
coimt  of  the  war,  regulated  by  the  decree  of  November 
24, 1919. 

(4)  An  extraordinary  tax  on  dividends,  interest,  or 
premiums  paid  on  bearer  certificates,  regulated  by  the 
decree  November  24,  1919. 

It  may  be  as  weU  to  say  at  once  that  the  second,  third 
and  fourth  of  these  provisions  have  been  superseded 
recently  by  new  decrees,  dated  April  22,  1920.  The  de- 
crees of  April  22,  1920  made  important  modifications  in 
the  decrees  of  November  24,  1919,  and  was,  in  a  meas- 
ure, a  return  to  the  original  plan  of  September,  1919. 

II.  The  Tax  on  Increments  of  Property 

The  provisions  of  the  decrees  of  April  22,  1920  are  in 
force  today.  But  it  is  worth  while  to  indicate  the  funda- 
mental ideas  that  inspired  the  legislator  in  those  of 
November  24,  1919,  and  especiaUy  the  points  where  the 
later  decrees  differ  from  the  original  plan  of  September, 
1919,  and  from  the  decrees  of  April  22, 1920,  which  have 
taken  their  place.  I  shall  begin  by  explaining  in  a  few 
words  the  tax  on  the  increases  of  property,  which  on  the 
whole  preserves  the  original  form  even  after  the  modify- 
ing decree  of  April  22. 

The  plan  of  September,  1919  had  given  up,  as  a  des- 
perate undertaking,  the  idea  of  finding  the  difference 
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between  the  two  properties  in  existence  on  August  1, 
1914,  and  December  31,  1919,  but  it  ordered  that  an 
account  should  be  made  of  the  profits  obtained  beyond 
the  ordinary  income  on  the  two  dates,  not  only  by 
manufacturers,  business  men,  brokers,  already  subjected 
to  the  tax  on  excessive  war  profits,  but  also  those  ob- 
tained by  land  owners  who  cultivated  their  own  land, 
and  by  professional  men.  These  two  undertakings, 
however,  seemed  to  the  Financial  Administration  too 
difficult  to  be  carried  out  after  so  great  an  interval  of 
time,  when  it  would  be  difficult  to  secure  proof  regard- 
ing the  earnings.  The  result  was  that  the  decree  of 
November  24,  1919  regarded  as  an  increase  of  property, 
the  excess  profits  obtained  by  busmess  men,  manu- 
facturers  and  brokers;  those  excess  profits,  namely,  al- 
ready subject  to  the  tax  on  war  profits  which  in  Italy 
was  established  in  1915,  as  was  done  in  almost  all  the 
other  belligerent  states.  Consequently  the  tax  on  in- 
creases of  property  amounts  to  nothing  more  than  a 
surtax  upon  those  excesses  of  income  which  had  already 
been  subjected  to  the  tax  on  war  profits.  The  task  of  the 
Financial  Administration  was  thus  simplified,  in  as  much 
as  the  information  already  obtained  for  the  purpose  of 
fixing  the  tax  on  war  profits  is  used  without  modifica- 
tion for  the  new  tax  on  increases  of  property.  All  that 
has  to  be  done  is  to  take  the  amount  of  the  excess  of 
income  already  ascertained  in  the  course  of  the  taxation 
of  war  profits,  to  subtract  from  it  the  tax  and  surtax 
already  paid  on  war  profits,  all  other  taxes  and  public 
burdens  that  had  not  been  taken  out  before,  and  the 
amounts  which  the  taxpayer  can  show  that  he  has  used 
for  charities,  for  civic  benefits,  education  and  other 
works  of  a  public  character.  What  is  left  over  is  the  tax- 
able increase  of  property. 

Occasionally  some  addition  can  be  made  to  this  when, 
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in  the  case  of  any  taxpayer,  the  Financial  Administra- 
tion discovers  that  his  property  has  been  increased  after 
August  1,  1914,  by  the  acquisition  of  lands,  houses, 
securities  or  other  property,  and  there  is  reason  to  infer 
that  this  increase  is  derived  from  earnings  obtained 
through  manufactures,  business  or  brokerage.  The  in- 
crease of  property  thus  ascertained  is  not  taxable  till  it 
reaches  the  sum  of  20,000  lire,  or  such  larger  sum  as  is 
equivalent  to  5  per  cent  of  the  original  property  of  the 
taxpayer;  the  original  property  is  regarded  as  that 
which,  for  the  purpose  of  imposing  the  tax  on  war 
profits  had  been  regarded  as  capital  invested  for  the 
first  period  of  verification,  1914-15.  If  the  taxpayer  in 
that  first  period  was  not  engaged  in  manufactures,  or 
business,  or  brokerage,  the  amount  of  invested  capital 
ascertamed  at  the  following  verification  is  regarded  as 
original  property. 

The  excess  beyond  20,000  lire,  or  beyond  the  larger 
figure  equal  to  5  per  cent  of  the  original  property,  con- 
stitutes the  taxable  increase  of  property.  For  manu- 
facturers and  business  men  the  increase  was  taxable, 
according  to  the  decree  of  November  24, 1919,  on  a  scale 
ranging  from  10  to  60  per  cent.  The  decree  of  April  22, 
1920,  increased  the  rates  from  10  to  80  per  cent  on  the 
following  scale : 

in<y  /  ^^  ^®  portion  of  W  5  but  not  ex-  \  /of  the  property 

^l  increase  exceeding/  I  ceeding  10%  /  I  of  the  taxpayer 

20%  «  •  10    "      «  20%       «     «  " 

30%  «  «  20    "      «  30%       «     «  « 

40%  «  «  30    «      «  40%       «     «  « 

60%  «  «  40    '^      «  60%       «     «  « 

60%  «  «  60    «      «  60%       "     « 


70%  «  «  60    "      «    70% 

80%  «  «  70% 


u      u  u 


u       u  « 


The  increases  of  property  obtained  by  brokers  could 
not  be  estimated  by  comparing  them  with  an  original 
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property,  because  in  the  greater  number  of  cases 
brokers  need  no  capital  to  carry  on  their  business. 
Consequently  that  increase  is  exempt  which,  in  the  sum 
total  of  the  years  between  August  1,  1914  and  Decem- 
ber 31,  1919,  does  not  exceed  20,000  lire,  or  the  larger 
sum  equal  to  ^  of  the  ordinary  income  secured  by  the 
broker  before  the  war.  The  rest  is  considered  taxable 
increase  of  property,  and  to  it,  according  to  the  decree 
of  November  24,  1919,  was  applicable  a  progressive 
scale  of  from  10  to  60  per  cent.  The  decree  of  April  22, 
1920,  increased  for  brokers  the  maximum  of  the  rates  to 
80  per  cent  as  follows: 

I  on  the  amount  of  |  s/iothe  but  not  lO/lOths  (?^  ^"^^ 
^  I  mcreaae  exoeedmg  J     '  '  Imoome 

20% 

30% 

40% 

60% 
60% 

70% 
80% 

By  way  of  example,  let  us  suppose  a  manufacturer 
who  had  in  the  first  period  an  invested  capital  of  1,500,* 
000  lire.  This  is  regarded  as  his  original  property. 
According  to  the  law  on  the  taxation  of  war  profits,  the 
ordinary  income  on  the  capital  invested  is  set  at  8  per 
cent,  which  in  this  case  makes  120,000  lire  a  year.  Let 
us  suppose  that  he  earned  in  the  period  1914-15,  250,- 
000  lire;  in  1916,  200,000  lire;  in  1917,  320,000  Ure;  in 
1918,  340,000  lire;  m  1919,  440,000  lire;  for  the  whole 
period  of  the  war  the  manufacturer  earned  a  total  of 
1,750,000  lire.  From  this  sum  we  must  subtract  the 
ordinary  return  of  8  per  cent  on  the  invested  capital, 
namely,  170,000  lire  for  the  seventeen  months  of  the 
first  period,  and  120,000  lire  for  each  of  the  subsequent 
periods;  650,000  lire  in  all.  This  is  the  income  which  is 
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subject  to  the  ordinary  tax,  that  on  personal  property; 
a  tax  which  during  the  war  kept  increasing  from  12  per 
cent  to  nearly  20  per  cent.  The  remaining  smn  of  1,100,- 
000  lire  constitutes  what,  in  our  statutory  language,  is 
war  profits. 

These  profits  were  in  any  event  subject  to  the  tax  on 
war  profits,  established  as  early  as  1915,  and  arranged 
on  a  progressive  scale,  from  10  to  60  per  cent.  In  order 
not  to  complicate  the  accoimt  too  much  let  us  suppose 
that  this  tax  and  the  tax  on  personal  property  deprived 
the  taxpayer  of  a  third  of  the  sum  just  mentioned.  The 
taxpayer  has  therefore  paid  already  366,000  lire  in 
taxes;  there  remain  733,000  lire.  From  this  we  may  sub- 
tract say  33,000  lire,  which  the  taxpayer  may  have 
proved  he  spent  in  benevolences,  civic  benefits,  educa- 
tion and  other  public  objects  during  the  period  of  the 
war.  The  remainder,  700,000  lire,  constitutes  finally  the 
taxable  increase  of  property. 

According  to  the  decree  of  April  22,  1920,  this  in- 
crease of  700,000  lire  is  divided  into  the  following  frac- 
tions : 

The  first  fraction  of  5  per  cent  on  the  original  property 
of  1,500,000  lire,  namely  75,000  lire,  is  exempt  from 
taxation.   On  the  next 

5%  amounting  to  75,000  the  tax  is  10%,  equal  to    7,500 
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amounting  to 

100,000    « 

«    «  80% 

Total 

«  80,000 

290,000  lire 

In  all  therefore  the  taxpayer  pays  a  tax  of  290,000  lire 
on  the  700,000  lire  of  increase  of  property. 
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This  example  may  be  considered  as  an  average  be- 
tween the  lighter  and  the  heavier  burdens  of  taxation 
which  result  from  the  method  adopted. 

The  tendency  of  the  whole  arrangement  obviously  is 
to  call  on  the  taxpayer  the  more  heavily  if  his  invested 
capital  is  small,  and  more  lightly,  when  the  capital  in- 
vested is  large.  This  brings  about  the  injustice,  observ- 
able in  the  legislation  of  other  countries  also :  enterprises 
depending  above  all  on  the  energy  and  enterprise  of  the 
individual  manufacturers  and  business  men  are  over- 
taxed, while  those  which  at  the  begmning  had  a  large 
investment  in  the  plant,  and  which  before  the  war  ob- 
tained mediocre  results  or  were  even  losing  money  in 
relation  to  this  large  capital,  are  imdertaxed.  We  may 
add  that  while,  in  the  Italian  tax  on  war  profits,  every 
transaction  is  considered  by  itself,  and  consequently  the 
percentage  of  taxation  tends  to  become  less  in  those 
cases  in  which  the  capital  invested  was  increased  in  suc- 
cessive transactions,  on  the  other  hand  in  this  tax  on  the 
increases  of  property  the  original  property  is  always 
fixed;  equal,  that  is,  to  the  capital  invested  in  the  first 
taxation  period.  It  makes  no  difference  therefore  if  the 
taxpayer  who  had  an  original  invested  capital  of  1,500,- 
000  has  increased  it  to  5,000,000  or  10,000,000;  the  sum 
of  profits  obtained  is  always  compared  with  the  original 
capital  of  1,500,000  lire  in  applying  the  rates  of  the  tax. 

That  is  doubtless  a  mistake;  but  it  is  clear  that  the 
legislator's  object  was  mainly  to  establish  a  tax  that 
could  be  applied  at  once  and  without  trouble,  by  merely 
turning  to  the  excess  profits  already  ascertained  for  the 
purpose  of  the  war  profits  tax,  subtracting  from  them 
the  various  taxes  and  public  biu*dens  already  paid,  and 
levying  on  the  residue. 

If  by  this  means  a  quick  application  of  the  tax  was 
obtained,  the  requirements  of  justice  for  the  taxpayer 
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were  not  satisfied.  Complaints  will  be  made  by  many 
taxpayers,  especially  small  ones.  Popular  opinion  will 
continue  to  insist  that  the  Finance  Department  is  in- 
capable of  properly  taxing  the  war  profits.  The  general 
public,  which  pays  little  attention  to  legislative  techni- 
calities, cannot  understand  the  reasons  for  taxation  on 
the  basis  of  per  cents  on  the  capital  invested  and  on  the 
original  property.  It  looks  upon  fortunes  as  a  whole  and 
wishes  that  those  who  have  made  little  should  be  taxed 
lightly  and  those  who  have  made  much  should  be  taxed 
heavily. 

It  should  be  noted  finally  that  the  tax  on  the  increases 
of  property,  like  that  on  the  excess  profits  of  war,  to 
which  it  is  a  mere  addition,  has  no  personal  character. 
It  does  not  fall  upon  individual  taxpayers  but  on  enter- 
prises that  produce  income.  It  does  not  regard  the  in- 
crease in  property  obtained  by  individuals,  but  that 
obtained  by  manufacturers,  merchants  and  brokers. 
Therefore  if  a  business  man  carries  on  his  business  alone, 
he  is  taxed  on  the  increase  in  property  which  he  has 
really  gained.  On  the  other  hand,  if  a  business  is  con- 
ducted by  a  joint  stock  company,  it  is  the  company  that 
pays  the  tax  and  not  the  partners.  Hence  it  will  happen 
that  the  holder  of  a  small  part  of  the  capital  of  a  cor- 
poration, whose  property  may  be  increased  by  a  very 
small  sum,  may  have  to  pay  the  same  percentage  as  one 
who  owns  a  great  part  of  the  capital.  This  is  a  defect 
common  to  several  acts  of  legislation  regarding  the 
taxation  of  the  excessive  war  profits. 
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III.  The  Tax  on  Property  according  to  the 

Plan  op  November,  1919 

We  come  now  to  the  more  important  tax,  the  extra- 
ordmary  tax  on  property  properly  so  called. 

The  decree  of  November  24  diflfered  from  the  plan  of 
September,  1919,  in  that  it  substituted  for  an  extra- 
ordinary tax,  paid  once  for  all  on  January  1,  1920,  or 
distributed  for  convenience  in  payment  over  4,  6,  or  8 
years,  a  wholly  different  tax,  to  which  the  term  extra- 
ordinary could  not  properly  be  applied. 

In  reality  it  was  made  a  matter  of  annual  taxes  con- 
tinuing for  thirty  years,  payable  at  progressive  rates 
ranging  from  0.167  per  cent  for  properties  of  20,000  lire 
to  0.833  per  cent  for  properties  of  100,000,000  Ure  and 
more.  In  substance  it  was  a  permanent,  supplementary 
tax  on  property,  which  performed  the  same  function  as 
that  which  taxes  on  property  {Erg&nzungssteuem)  had 
exercised,  even  before  the  war,  in  most  of  the  German 
states.  The  supplementary  tax  on  income  instituted  at 
the  same  time  (November  24,  1919,  to  take  effect  on 
January  1,  1921)  applied,  in  theory,  to  all  income  of  the 
taxpayer,  without  making  a  difference  between  the  por- 
tion of  the  income  that  was  derived  from  capital  and  the 
portion  derived  from  labor;  and  the  tax  on  property 
proposed  in  November,  was  virtually  a  permanent  re- 
adjustment of  the  income  tax,  having  for  its  object  the 
imposition  of  an  additional  burden  of  taxation  on  in- 
comes derived  from  capital.  It  is  true  that  Article  29  of 
the  decree  of  November  24  said  that  the  tax  was  extra- 
ordinary and  due  once  only,  in  the  ratio  of  5  per  cent  for 
properties  of  20,000  lire  up  to  25  per  cent  for  properties 
of  100,000,000  lire  and  more.    But  as  the  rate,  tho 
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nominally  single,  was  divided  into  thirty  equal  annual 
payments,  without  the  addition  of  interest  for  the  post- 
ponement, what  was  really  proposed  was  the  imposition 
of  a  permanent  extraordinary  tax,  payable  from  the  in- 
come  of  the  property.  It  was  very  doubtful  if  a  tax  thus 
arranged  would  really  end  at  the  close  of  the  thirtieth 
year.  This  was  a  mere  promise,  like  so  many  others 
made  by  legislators  when  a  tax  is  introduced  for  the 
first  time. 

The  only  trace  of  "extraordinary''  character  in  the 
tax  on  property  of  November  24,  was  a  vague  promise 
made  in  Article  46,  announcing  a  future  decree,  to  be 
issued  by  the  Minister  of  Finance,  to  authorize  the  re- 
demption of  the  tax  on  property.  But  the  article  itself 
limited  the  redemption  to  each  of  the  four  periods  of  6, 
8,  8  and  8  years  into  which  the  thirty  year  period  was 
divided.  The  taxpayer  therefore  did  not  have  the  choice 
of  paying  once  for  all  the  amount  of  the  tax  on  property 
for  the  thirty  years,  as  would  have  been  logical  if  the  tax 
had  really  had  the  character  of  an  extraordinary  levy 
on  capital,  but  had  only  a  power  of  redemption  re- 
stricted to  each  one  of  the  four  periods.  So  that  the  tax- 
payer might  in  the  first  year  redeem  (pay  in  full)  the  tax 
for  the  first  six  years,  in  the  seventh  year  the  tax  due  for 
the  second  period  of  eight  years,  and  so  for  the  succeed- 
mg  periods. 

Those  who  fought  for  the  establishment  of  an  extra- 
ordinary tax  on  property  criticized  severely  the  decree  of 
November  24,  1919,  as  soon  as  it  was  made  public,  as- 
serting that  the  tax  established  by  this  decree  was 
wholly  different  from  that  which  the  government  had 
annoimced  before.  The  present  writer  never  favored  a 
levy  on  capital,  properly  so  called,  and  therefore  cannot 
agree  with  the  criticisms  made  on  the  decree  of  Novem- 
ber 24,  on  this  subject.   What  seemed  a  defect  to  the 
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critics,  was  in  reality  a  good  feature.  Tho  the  immediate 
returns  from  the  tax  might  be  smaller,  the  final  and 
permanent  returns  would  in  the  long  run  become  im- 
portant; and  the  establishment  of  an  integral  tax  on 
property  is  necessary  in  the  new  system  of  taxation  in 
which,  in  addition  to  the  differentiated  taxes,  a  tax  is 
established  on  the  total  income  of  the  tax  payer,  with  no 
distinction  on  account  of  the  nature  of  the  income. 


rV.  The  Tax  on  Property  in  its  Present  Form 

General  Characteristics 

Altho  the  criticisms  made  against  the  plan  of  Novem- 
ber 24  were  of  little  weight,  they  finally  became  so 
strong  that  the  Italian  government  was  obUged  to 
modify  the  system  first  established,  even  before  it  went 
into  effect.  In  the  decree  of  April  22,  1920,  the  basis  of 
taxation  was  changed  in  a  marked  manner,  reverting  in 
part  to  the  original  idea  of  the  plan  of  September,  1919, 
of  an  extraordinary  tax  on  property  possessed  by  the 
taxpayer  on  January  1,  1920.  Let  us  now  examine  the 
arrangements  of  this  decree,  which,  at  the  moment  that 
I  am  writing,  is  the  basis  of  taxation. 

The  tax  then  has  become  again  a  true  extraordinary 
tax  to  be  levied  on  property,  which  has  been  valued 
once  for  all  on  January  1,  1920.  With  the  object  of 
making  the  payment  easier  for  the  taxpayers,  the 
amoxmt  of  the  tax  is  divided  regularly  into  20  annual 
payments,  as  may  be  seen  in  the  following  table.  On 
accoxmt  of  strong  complaints  by  the  most  influential 
political  parties,  the  exempt  limit  was  raised  from  20,000 
lire  to  50,000  lire. 

The  amoxmt  of  the  tax  (to  be  paid  within  twenty 
years)  is  determined  on  the  basis  of  the  following  scale : 
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For  properties  between  50,000  and  100,000  lire,  that 
are  taxable,  fractions  of  a  thousand  lire  up  to  500  lire 
inclusive  are  neglected ;  those  above  500  lire  are  rounded 
out  to  1,000  lire.  In  like  manner  for  those  higher  than 
100,000  and  up  to  200,000  lire,  the  rounding  process  is 
by  units  of  2,000  lire : 


Above       200,000  to 

500,000  by  iinitfl  of         5,000 

500,000  ** 

1,000,000    « 

"     "         10,000 

«         1,000,000  « 

2,000,000    '^ 

«     «        20,000 

2,000,000  « 

5,000,000    « 

«     "        50,000 
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10,000,000    '^ 

«     «       100,000 

«       10,000,000  « 

20,000,000    « 

"     «       200,000 

«       20,000,000  « 

50,000,000    " 

«     «       500,000 

«       50,000,000 

tt 

«     «    1,000,000 

In  explanation  of  the  scale  of  the  tax,  it  should  be  said 
that  the  properties  indicated  above  are  used  merely  as 
examples.  The  government  has  published  a  table  cover- 
ing each  intermediate  property,  between  the  figures 
used  above,  taking  into  accoimt  likewise  the  roundings 
oflf. 

The  ratios  falling  on  intermediate  properties  have 
been  calculated  according  to  the  formula  given ;  so  that 
the  increases  in  the  scale  of  ratios  appear  without 
noticeable  leaps.  From  the  technical  point  of  view  the 
system  adopted  is  good,  and  represents  a  notable  im- 
provement when  compared  with  other  methods  of 
graduating  taxes. 
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At  first  sight  the  substitution  of  twenty  for  thirty 
years  does  not  seem  to  transform  the  permanent  tax  on 
property  of  the  decree  of  the  24th  of  November  into  a 
true  extraordinary  tax  or  levy  on  capital;  but  that  there 
is  a  real  alteration  in  that  direction  is  deduced  from 
several  considerations: 

1.  The  twenty  year  period  is  that  ordinarily  im- 
posed. But  if  it  turns  out  that  the  property  consists, 
to  the  extent  of  at  least  60  per  cent,  of  personal  prop- 
erty, the  tax  must  be  paid  within  ten  years  instead  of 
twenty,  the  taxpayer  being  allowed  interest  at  5  per 
cent.  Thus  there  will  be  two  classes  of  taxpayers;  those 
whose  property  consists  chiefly  of  lands  and  houses,  who 
will  pay  in  twenty  years,  and  this  on  account  of  the 
greater  difficulty  of  disposing  of  their  lands  and  houses; 
and  those  whose  property  chiefly  consists  of  personalty 
(public  securities,  shares  and  bonds  of  companies,  mer- 
chandise, credits)  who  are  obliged  to  pay  the  tax  within 
ten  years; 

2.  There  is  no  longer  any  revision  of  properties  or 
distinction  of  periods.  The  basis  of  taxation  is  fixed  for 
the  entire  period  of  twenty  years,  and  that  basis  is  the 
property  on  January  1,  1920.  Consequently,  if  a  tax- 
payer should  die,  his  heirs  will  continue  to  pay  a  pro- 
portionate part  of  the  tax  of  the  deceased,  and  there  will 
be  no  addition  of  the  sum  inherited  to  the  properties  of 
the  heirs ; 

3.  As  the  taxable  basis  remains  fixed,  the  tax  may  be 
redeemed,  and  Article  46  distinctly  authorizes  redemp- 
tion, crediting  the  taxpayer  with  compound  interest  at 
the  rate  of  6  per  cent  a  year  for  the  number  of  years  for 
which  payment  is  anticipated. 

The  redemption  of  the  tax  may  take  place  at  once,  or 
at  any  moment  in  the  periods  of  twenty  or  of  ten  years. 
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Subject  and  Object  of  the  Tax 

In  principle  the  tax  is  payable  by  individuals  and  by 
collective  bodies.  But  the  taxation  of  corporations, 
commercial  societies,  and  other  bodies  takes  place  only  in 
those  cases  where  the  property  cannot  be  divided  among 
the  shareholders  or  other  participants.  Thus  for  ex- 
ample the  tax  does  not  apply  to  societies  having  shares, 
but  instead  the  shareholders  are  subject  to  it  for  the 
shares  that  they  possess.  Partnerships  and  the  like 
must  also  declare  their  property,  but  only  with  the 
object  of  informing  the  financial  authorities  of  the  value 
of  the  individual  amounts  belonging  to  the  partners, 
each  one  of  whom  will  be  taxed  separately.  The  society 
or  partnership  is  obliged  to  pay  the  tax  only  when  the 
individual  has  become  insolvent.  Exempt  from  the  tax 
are  all  public  bodies:  the  Italian  state,  the  administra- 
tions dependent  on  the  state,  foreign  states,  the  prov- 
inces, the  communes  and  municipalities,  consortiums 
and  other  public  organizations,  charitable  and  educa- 
tional institutions.  A  few  collective  bodies,  like  savings 
banks  and  agricultural  banks  are  subject  to  direct  taxar 
tion.  It  would  have  been  impossible  to  apply  to  these 
the  progressive  ratio  explained  above,  inasmuch  as  the 
taxpayer  lacks  the  characteristic  of  a  person  enjoying  an 
income;  therefore  the  tax  was  fixed  at  the  rate  of  0.80 
per  cent  a  year  for  twenty  years.  The  same  plan  (except 
that  the  rate,  1.20  per  cent  a  year,  is  greater)  applies  to 
foreign  societies  operating  in  Italy  as  regards  that  por- 
tion of  their  property  that  cannot  be  allocated  among 
the  individual  partners  or  shareholders  of  the  society. 

The  payers  of  the  extraordinary  tax  on  property  are 
exclusively  individuals.  The  tax,  in  contradistinction  to 
that  imposed  at  the  same  time  by  the  income  tax  falls 
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upon  the  individual  and  not  upon  families;  i.  e.,  the 
property  of  the  husband  is  not  added  to  that  of  the  wife. 
On  the  other  hand,  that  of  parents  and  other  ascendants 
is  added  to  that  of  sons  and  of  descendants,  but  only 
when  the  sons  and  the  descendants  live  together  with 
their  parents  and  have  in  common  with  them  labor  and 
the  enjoyment  of  property;  and  further,  for  that  part 
only  of  the  property  of  the  children  or  descendants 
which  has  been  given  or  sold  to  these,  after  August  1, 
1914,  by  the  parents  or  ascendants  themselves.  The 
children  are  taxed  personally  and  separately  for  what- 
ever property  they  may  have  received  by  inheritance  or 
gift  from  other  persons,  and  for  that  which  they  have 
accumulated  by  their  own  earnings.  The  dowry  of  the 
wife  is  considered  as  a  part  of  the  property  of  the  wife 
herself  and  is  taxed  separately  from  the  property  of  the 
husband. 

There  is  a  difference  in  the  taxation  of  citizens  and  of 
foreigners.  The  citizen  owes  taxes  on  all  his  property 
situated  within  the  state,  and  also  on  all  property  situ- 
ated outside  the  state  which  has  been  acquired  by  him 
since  August  1,  1914.  The  ItaUan  citizen  is  exempt, 
whether  he  dwells  in  Italy  or  in  foreign  parts,  on  that 
portion  of  his  property  which  consists  of  property  pos- 
sessed in  foreign  countries  before  the  outbreak  of  the 
European  war.  The  reasons  for  this  exemption  are,  in 
the  first  place,  not  to  interfere  with  Italian  emigration 
to  foreign  lands;  and,  in  the  second  place,  the  very  great 
diflficulty  which  the  financial  authorities  would  have 
had  in  finding  out  what  the  properties  outside  of  the 
state  amounted  to. 

But  property  possessed  by  the  citizen  m  foreign  lands 
is  subject  to  the  tax,  if  acquired  after  the  outbreak  of 
the  war.  Italian  citizens  residing  in  foreign  lands  enjoy 
a  further  exemption,  namely,  on  the  remittances  which 
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they,  as  emigrants,  had  sent  to  Italy,  depositing  them  in 
banks  and  postal  savings  banks,  or  investing  them  in 
Italian  War  Loans  for  which  they  had  subscribed 
abroad.  It  should  be  noted  that  in  the  property  existing 
outside  of  the  state,  foreign  securities  possessed  by  a 
citizen  residing  within  the  kingdom  are  not  included. 
These  foreign  securities,  by  a  presmnption  of  law,  are 
considered  as  being  held  within  the  state,  when  owned 
by  a  citizen  dwelling  within  the  kingdom;  they  are  there- 
fore subject  to  the  tax,  even  if  they  were  owned  before 
August  1,  1914. 

The  foreigner,  on  the  other  hand,  m  principle  is  taxed 
exclusively  on  property  situated  within  the  state.  Ex- 
ception to  this  rule  is  made  as  regards  Italian  War  Loans 
subscribed  for  by  foreigners  not  residents  of  Italy. 
These  are  not  subject  to  tax;  neither  are  foreign  securi- 
ties subject  to  tax,  if  they  are  possessed  by  a  foreigner 
dwelling  within  the  kingdom;  nor  is  floating  capital 
which  is  foreign  or  comes  from  foreign  lands  and  which 
on  January  1, 1920  was  deposited  in  institutions  of  credit 
and  postal  savings  banks. 

To  the  principle  of  the  imiversality  of  taxation  there 
are  the  following  further  exceptions: 

1.  Capital  sums  corresponding  to  life  or  temporary 
incomes,  or  those  owed  by  organizations  established  for 
protection  against  sickness,  old  age  and  disability,  are 
not  regarded  as  taxable  elements  in  property.  In 
reality  a  life  annuity  has  a  present  value,  and  should  be 
taken  into  account  in  determining  the  amount  of  the 
property;  but  these  were  exempted  from  the  tax  be- 
cause enjoyed  in  the  great  majority  of  cases  by  people 
in  moderate  cireiunstances.  Similarly  the  redemption 
value  of  the  smns  for  which  a  man's  life  is  insured  is 
exempt  from  the  tax.  It  happens  therefore,  in  the  case 
of  two  professional  men  who  have  saved  the  same  sum  of 
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money,  one  of  whom  has  mvested  it  in  lands,  houses, 
and  securities,  while  the  other  has  bought  a  life  insur- 
ance, that  the  first  is  subject  to  the  tax  while  the  second 
is  exempt.  The  only  argument  in  justification  is  that  in 
Italy  the  average  of  the  smns  for  which  life  is  insured  is 
very  low,  and  that  in  most  cases  the  insured  taxpayers 
do  not  possess  property  amounting  in  all  to  50,000  lire. 

2.  Chmrches  and  all  buildings  intended  for  religious 
purposes,  with  the  furniture,  sacred  utensils  and  any 
other  object  relating  to  the  church. 

3.  Scientific  collections,  libraries,  collections  of  paint- 
ings, statues,  porcelains,  engravings,  coins,  medals  and 
similar  objects. 

This  last  exemption,  however,  does  not  apply  to 
merchants  who  possess  books,  or  pictures,  or  statues 
with  the  intention  of  trading  in  them.  The  exemption 
also  does  not  apply  to  taxpayers  who  may  be  presumed 
to  have  acquired  their  collection  through  profits  made 
during  the  war  period.  Not  exempt  are  collections  of 
gems,  jewels,  gold  and  silver  vessels  and  utensils,  in- 
tended for  private  use. 

VahuUion 

The  two  chief  difficulties  found  in  Italy  in  the  taxation 
of  property  are  those  arising  from  the  valuation  of  lands 
and  of  buildings,  and  those  involved  in  establishing  the 
ownership  of  bearer  certificates.  As  regards  lands  and 
buildings  there  is  no  difficulty  in  ascertaining  owner- 
ship, because  the  several  proprietors  are  known  already 
from  the  registers  of  the  taxes  on  lands  and  on  buildings. 
Great  difficulty  is  found  however  in  the  valuation  of  the 
lands  and  the  buildings.  If  the  obligation  had  been  put 
on  all  owners  of  lands  and  buildings  to  declare  their  mar- 
ket value,  it  would  have  been  necessary  to  control  these 
declarations;  the  Finance  Department  would  have  been 
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obliged  to  set  up  a  system  of  estimates.  The  experience 
gained  under  the  law  of  March  1, 1886,  for  the  equaliza- 
tion of  the  land  tax,  proved  this  to  be  a  very  costly  and 
complicated  task.  Several  years  would  have  to  pass 
before  the  estimates  of  the  value  of  land  and  of  build- 
ings could  be  made,  and  in  the  interval  it  would  be 
impossible  to  collect  the  tax.  For  these  reasons  the 
decree  of  April  22,  1920,  distinguishes  between  a  pro- 
visional and  an  ultimate  valuation.  The  provisional 
valuation,  to  be  made  at  once,  is  based  entirely  on 
empirical  data.  The  capital  value  of  a  farm  is  obtained 
by  multiplying  the  chief  tax  paid  to  the  state  in  1916  by 
the  fixed  coefiicient  325.  The  capital  value  of  buildings 
is  also  obtained  by  multiplying  by  a  fixed  coeflScient  (25) 
the  taxable  income  ascertained  in  1919  for  the  purpose  of 
the  building  tax.  In  the  greater  part  of  Italy  this  empir- 
ical method  will  bring  about  valuations  markedly  below 
the  true  valuation,  especially  in  the  case  of  land.  It  is  to 
be  hoped  that  the  Financial  Administration,  as  is  pre- 
scribed by  Article  10,  may  carry  out  the  ultimate  valu- 
ation within  five  years,  that  is  to  say,  by  December  31, 
1924.  This  final  valuation  is  to  be  made  according  to 
the  method  proposed  in  the  plan  of  September,  1919, 
namely,  capitaUzation  at  the  rate  of  100  to  5  of  the  net 
income.  Exceptions  are  made  only  in  case  of  forests, 
areas  that  can  be  built  on,  buildings  in  the  course  of 
construction,  castles  and  villas;  for  all  of  which,  instead, 
the  market  value  on  January  1,  1920,  is  taken  as  the 
basis  of  taxation.  The  valuation  of  farms  will  not  in- 
clude the  value  of  the  agricultural  equipment  (animals 
for  working  and  for  rearing,  agricultural  machinery,  hay, 
straw,  seed)  which  are  valued  at  the  market  value  they 
had  at  the  beginning  of  the  agricultural  year  1919-20. 

For  industrial  and  conmiercial  enterprises  the  same 
method  is  applied  as  for  lands  and  buildings,  namely, 
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capitalization  of  the  net  income;  but  while  the  net  in- 
come of  lands  and  buildings  is  capitalized  at  the  ratio  of 
100  to  5,  the  net  income  of  industrial  and  commercial 
enterprises  is  capitalized  at  ratios  ranging  between  100 
to  10  and  100  to  30.  The  valuation  will  approach  closer 
to  the  minimum  when  the  element  of  labor  is  pre- 
dominant in  the  enterprise,  and  will  approach  closer  to 
the  maximum  when  the  element  of  capital  is  the  more 
important. 

In  all  industrial  and  commercial  undertakings  the 
criterion  of  capitalization  is  merely  one  of  those  which 
may  be  taken  into  account  for  the  valuation  of  the 
capital;  another  criterion  is  that  of  the  capital  invested, 
already  ascertained  for  the  purpose  of  the  tax  on  war 
profits.  As  the  tax  on  war  profits  fell  on  profits  ex- 
ceeding 8  per  cent  of  the  capital  invested,  it  was  for  the 
interest  of  the  taxpayers  in  the  past  years  to  declare  the 
whole  amount  of  capital  invested,  for  the  purpose  of 
diminishing  as  much  as  was  possible  the  percentage  of 
their  earning  in  proportion  to  the  capital.  Now  they 
suffer,  as  it  were,  a  penalty  for  the  claim  made  before ; 
because  the  more  they  tried  to  increase  the  figures  of 
capital  invested,  so  as  to  pay  a  lesser  tax  on  war  profits, 
so  much  the  more  will  they  be  burdened  by  the  tax  on 
property. 

For  securities  consisting  of  certificates  of  loans  to  the 
state,  of  Treasury  bonds,  of  loan  certificates  issued  by 
provinces,  commimes,  or  land  credit  societies,  the  diffi- 
culty lies  not  in  the  valuation  but  in  ascertaining  the 
ownership,  at  least  as  regards  bearer  certificates.  With 
regard  to  valuation  it  is  simply  provided  that,  for  securi- 
ties issued  or  guaranteed  by  the  state,  the  average  of  the 
prices  paid  in  the  first  six  months  of  1919  shall  be  con- 
sidered the  basis.  For  private  securities,  the  average  of 
the  prices  paid  in  the  exchanges  in  the  six  months  from 
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April  to  September,  1919  is  taken.  As  regards  securities 
not  quoted  on  the  exchanges,  the  price  obtained  at  any 
sale  that  is  known  to  have  taken  place  in  the  same  six 
months  is  taken  into  account,  as  well  as  any  other  means 
of  ascertaining  the  value.  For  foreign  securities  held  by 
an  Italian  citizen,  he  must  declare  the  value  which  he 
assigns  to  fhem,  but  the  Administration  has  the  right  to 
call  for  them  at  that  price  up  to  the  amount  of  the  tax 
due. 

There  are  no  unsurmountable  difficulties  in  the  valu- 
ation of  securities;  the  real  and  great  difficulty  lies  in 
finding  who  are  the  possessors  of  bearer  certificates. 

The  plan  of  September,  1919,  had  attempted  to  solve 
the  problem  by  subjecting  bearer  certificates  to  the 
maximum  rate  of  40  per  cent,  so  as  to  give  a  direct  in- 
terest to  holders  of  the  securities  to  convert  them  into 
certificates  registered  in  the  holder's  name;  thus  they 
would  be  exempt  from  the  tax,  if  the  property  was  less 
than  20,000  lire,  and  would  pay  the  regular  increasing 
ratio  from  5  per  cent  to  40  per  cent,  if  the  property  was 
between  20,000  and  100,000,000  lire. 

More  effective  proved  to  be  another  method  con- 
tained in  the  decree  of  November,  1919  which  utilized 
an  already  existing  tax  on  dividends,  interests,  and  the 
like.  As  modified  in  1918,  this  tax  had  exacted  2  per 
cent  from  these  dividends  and  interests,  whether  on 
bearer  certificates  or  registered;  it  made  no  distinction 
between  the  two  classes  of  securities.  The  tax  itself, 
having  the  character  of  an  extraordinary  war  tax,  was 
limited  to  incomes  returned  from  the  balances  closed  in 
1919.  The  decree  of  November,  1919,  extended  the  tax 
to  the  years  following  1919,  but  changed  its  character 
greatly,  inasmuch  as,  beginning  with  the  balances  closed 
after  November  24, 1919,  it  increased  the  tax  from  2  per 
cent  to  5  per  cent,  limiting  it  at  the  same  time  to  the 
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dividends,  interests,  and  premiums  on  bearer  certifi- 
cates and  exempting  those  registered  Clearly  it  was  for 
the  interest  of  all  taxpayers  possessing  a  moderate  prop- 
erty to  register  their  secmities  imder  their  names,  in 
order  not  to  pay  this  tax  of  5  per  cent;  thereby  giving 
the  Finance  Department  the  means  of  ascertaining  their 
property  exactly,  for  the  purposes  of  the  tax  on  prop- 
erty. The  motive  to  register  was  increased  also  by  the 
decree  of  April,  1920,  which  finally  raised  the  tax  from  5 
per  cent  to  15  per  cent.  As  the  public  bodies  and  com- 
panies issuing  the  securities  are  obliged  to  recoup  them- 
sdves  for  this  15  per  cent  tax  on  the  holders  of  the 
securities,  and  as  there  is  in  Italy  another  tax,  called 
'^di  negoziaaUme^^  which  subjects  the  effective  capital  of 
securities  registered  by  name  to  a  levy  of  2  in  a  thou- 
sand, while  the  rate  for  bearer  certificates  is  3.50  per 
thousand,  those  who  have  their  securities  in  the  bearer 
fonn  are  subject  to  a  double  differential  tax.  This 
double  burden  is  not  substituted  for  that  on  property, 
inasmuch  as  the  obligation  to  pay  the  special  tax  of  15 
per  cent  on  income  and  1.5  per  cent  additional  on  cap- 
ital for  bearer  certificates  may  be  called  optional;  only 
those  have  to  pay  it  who  cling  to  their  bearer  certifi- 
cates. This  tax  gives  a  strong  impetus  to  the  trans- 
formation of  securities  into  the  registered  form,  and 
therefore  into  an  exact  declaration  of  the  amount  of 
property  subject  to  the  property  tax. 

Allowance  far  Debts 

Lo^cally  property  subject  to  tax  is  not  the  gross 
property  or  sum  of  all  the  assets  belonging  to  the  tax- 
payer, but  is  equal  to  this  less  the  sum  of  the  debts. 
The  taxpayer  has  the  right  to  deduct  the  amoimt  of 
all  his  debts.  There  are  some  exceptions  to  this  rule; 
for  example,  indebtedness  on  such  property  as  is  not 
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taken  into  account  in  making  up  the  gross  property. 
Thus,  as  the  taxpayer  does  not  have  to  include  among 
his  assets  the  amount  of  the  present  value  of  his  life  in- 
surance, he  cannot  include  among  his  debts  the  amount 
of  the  loan  he  may  have  obtained  on  the  security  of  his 
life  policy.  Likewise  debts  to  creditors  who  are  un- 
known, or  dwell  outside  the  state,  cannot  be  deducted; 
this  is  to  prevent  fraud  through  the  declaration  of  ficti- 
tious indebtedness.  Still  when  a  debt  to  a  foreigner  is 
verified,  the  taxpayer  will  have  the  right  to  deduct  it 
from  his  property,  but  the  debt  itself  will  be  regarded 
as  property  by  itself;  the  tax  will  be  put  down  in  the 
name  of  the  debtor,  but  he  will  have  the  right  to  recoup 
himself  on  the  foreign  creditor.  In  case  the  creditor  does 
not  admit  the  taxpayer's  declared  indebtedness  to  him, 
the  subtraction  from  the  debtor's  property  is  not  al- 
lowed; on  the  other  hand  the  judicial  record  of  the  debt 
is  treated  as  non-existent,  even  between  the  two  inter- 
ested parties,  and  proof  to  the  contrary  is  not  admitted. 
In  the  deductible  indebtedness  are  included  the 
capitalized  value  of  perpetual  annuities  and  emphitheu- 
tic  obligations  as  well  as  capital  corresponding  to  tem- 
porary and  life  incomes,  although  these  are  not  included 
among  the  assets  of  the  creditor;  deductible  also  are  the 
imposts  and  taxes  which  the  taxpayer  had  to  meet  on 
January  1,  1920,  chief  among  which  are  those  on  excess 
war  profits  and  increases  in  property.  For  the  first,  in 
very  many  cases,  the  liquidation  for  1917,  1918,  and 
1919  has  not  yet  been  made;  for  the  second  no  liquida- 
tion at  all  had  been  made  when  the  law  taxing  property 
went  into  effect;  thus,  the  taxpayer  has  the  right  to 
deduct  from  his  gross  property  the  amount,  which  may 
be  large,  of  these  two  taxes. 
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Presumptive  Valuaiians 

Having  detennined  the  net  property  of  the  taxpayer, 
and  subtracted  all  the  debits  that  belong  to  it,  a  pre- 
sumptive addition  must  now  be  made.  It  seemed  diffi- 
cult to  value  exactly  all  house  furnishings  and  jewelry, 
as  well  as  the  money  or  cash  in  hand  possessed  by  the 
taxpayers.  The  decree  of  April  22,  as  well  as  the  pre- 
ceding one,  orders  that  a  supplement  of  5  per  cent  shall 
be  added  to  the  net  property  of  the  taxpayer  to  represent 
house  furnishings,  silver  and  jewels,  and  one  of  1  per 
cent  representing  cash.  The  two  percentages,  however, 
are  only  a  minimmn,  and  the  taxpayer  must  declare  any 
larger  sum  he  may  possess  in  cash,  while  the  Financial 
Administration,  if  it  has  sufficient  evidence,  may  in- 
crease the  valuation  of  the  house  furnishings.  For  a 
foreigner,  domiciled  in  a  foreign  land,  the  ratio  for  house 
furnishings  is  only  added  in  case  he  really  possesses 
furniture;  in  that  case  the  value  is  presumed  to  be  3  per 
cent  of  the  amount  of  the  net  property. 

A  provision  not  contained  in  the  decree  of  November 
24,  1919,  but  derived  from  a  like  arrangement  in  the 
plan  of  September,  1919,  is  found  in  the  decree  of  April 
22, 1920:  it  may  be  called  valuation  on  appearances.  It 
may  happen  that  a  taxpayer  declares  a  property  smaller 
than  would  be  logically  presumed  to  be  possessed  by 
him,  taking  into  account  his  manner  of  life  and  his 
known  expenses.  For  example :  a  taxpayer  has  declared 
a  property  of  only  100,000  lire,  and  the  Financial  Ad- 
ministration cannot  discover  that  he  has  any  larger 
property  by  the  method  of  ascertaining  his  individual 
property  assets.  Yet  it  is  evident  that  the  taxpayer 
pays  a  rent  much  higher  than  would  be  reasonable  on 
the  basis  of  his  declared  property;  it  is  evident  that  he 
leads  an  expensive  life,  has  several  servants,  hires  auto- 
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mobiles,  and  spends  sums  much  higher  than  warranted 
by  the  property  he  has  declared;  nor  does  it  appear  on 
the  other  hand  that  he  has  a  professional  income  that 
enables  him  to  lead  a  luxurious  life.  The  Financial  Ad- 
ministration may  then  assume,  in  virtue  of  Article  29, 
that  the  taxpayer's  property  is  larger  than  he  has  de- 
clared. It  is  for  the  courts  to  decide  what  the  real 
property  of  the  taxpayer  is. 

Declaration^  Procedure^  Payment,  and  Redemption 

The  decree  of  April  22  establishes,  as  a  foimdation  of 
the  whole  procedure,  the  obligation  of  the  taxpayer,  or 
whoever  represents  him,  to  declare  the  amoimt  of  his 
property  by  May  31,  1920.  The  obligation  to  make  a 
declaration  regarding  personal  incomes  and  buildings 
was  familiar  to  Italy  from  the  time  of  the  first  funda- 
mental laws  of  1864  and  1865.  But  it  had  fallen  into 
disuse ;  for  many  years  no  Italian  taxpayer  had  made  a 
declaration  of  income  of  his  own  accord.  They  always 
waited  for  the  financial  authorities  to  make  an  assess- 
ment, and  then  accepted  this  or  contested  it.  If,  some 
years  ago,  a  revenue  official  had  seen  a  taxpayer  enter 
his  office  to  present  an  income  return  of  his  own  accord 
he  would  have  considered  him  a  lunatic,  or  at  least  an 
eccentric  who  observed  the  law  when  nobody  dreamed 
of  asking  him  to  observe  it.  It  was  the  world  war  which 
again  introduced  into  our  country  the  institution  of  the 
declaration.  Taxpayers  subject  to  the  tax  on  excess  war 
profits  were  obliged  to  present  a  declaration.  At  first, 
few  believed  that  the  financial  authorities  were  in 
earnest;  but  after  fines  were  infficted  on  those  who  did 
not  comply,  little  by  little  the  habit  of  making  declarar 
tions  was  reestablished.  This  obligation  is  restricted  to 
a  limited  category  of  persons,  namely,  manufacturers. 
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merchants  and  brokers,  subject  to  the  tax  on  excess 
profits.  Now  the  obligation  is  put  on  all  who  possess  a 
property  of  at  least  50,000  lire;  a  rather  extensive  class 
of  persons.  It  is  calculated  that  in  the  great  cities  of  the 
north,  such  as  Turin  and  Milan,  about  4  per  cent  of  the 
population  presented  the  schedule  with  a  declaration  of 
their  property.  The  work  of  revising  the  declaration 
made  by  the  taxpayers  is  carried  out  by  the  Financial 
Administration.  The  taxpayer  has  the  right  of  appeal- 
ing from  the  valuation  as  revised,  according  to  the  pro- 
cedure established  for  the  tax  on  incomes  from  personal 
property. 

Both  the  Administration  and  the  judicial  authorities 
have  the  right  to  place  the  taxpayer  on  oath  regarding 
the  truth  of  his  declaration.  The  oath  is  not  obliga- 
tory: it  may  be  passed  over  by  the  Administration  in 
the  cases  where  it  assumes  that  the  taxpayer  has  de- 
clared the  truth.  The  oath  does  not  apply  to  the  valua- 
tion of  the  property  when  there  can  be  a  reasonable 
difference  of  opinion  between  the  taxpayer  and  the 
Administration.  It  refers  solely  to  the  declaration  con- 
cerning the  quality  and  quantity  of  the  property  belong- 
ing to  the  taxpayer,  and  to  the  existence  of  debts  and 
burdens  in  regard  to  it. 

The  tax  is  paid,  during  the  ten  or  twenty  years  that  it 
lasts,  in  the  usual  manner  in  which  direct  taxes  on  in- 
comes are  paid  in  Italy,  namely  in  six  annual  payments. 
The  payment  may  be  made  in  lawful  money ,^  in  Treas- 
ury notes  discounted  to  the  day  of  payment,  in  certifi- 
cates of  the  public  debt  and  in  long-term  Treasury  notes, 
in  postal  orders,  in  bank  notes,  and  in  certificates  of 
credit  of  institutions  that  can  issue  them. 

The  taxpayer  who  wishes  to  dispose  of  the  tax  at 
once  may  redeem  it  on  the  basis  of  compound  discount 
at  6  per  cent.  The  discount  may  be  asked  for  at  the 
outset  or  at  a  later  period. 
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The  system  of  redemption  is  the  same  in  substance  as 
those  of  delayed  interest  occurring  in  similar  laws,  like 
the  German  law.  The  real  burden  is  not  that  resulting 
from  the  rates  above  mentioned,  but  is  given  in  the 
actual  value  of  the  10  or  20  years  of  taxes  discounted  at 
the  rate  of  6  per  cent.  The  maximum  rate  of  50  per  cent 
(on  properties  of  100,000,000  lire)  consists  in  reality  of 
twenty  annual  payments  of  2.50  per  cent;  the  present 
value  of  these  twenty  annual  payments  compounded 
at  the  rate  of  6  per  cent  a  year  is  28.67  per  cent.  The 
taxpayer,  possessing  100,000,000  lire,  has  therefore  a 
choice  between  paying  2,500,000  lire  a  year  for  twenty 
years,  and  paying  inunediately  28,674,803  lire. 

It  is  doubtful  if  many  taxpayers  will  take  advantage 
of  this  right  of  redemption.  Two  circumstances  stand  in 
the  way.  In  the  first  place,  there  is  the  wish  not  to  let  the 
Financial  Department  know  the  amoimt  of  money  at 
their  disposal.  Many  probably  have  the  impression  that 
if  they  pay  at  once  they  run  the  risk  of  being  believed  to 
be  richer  than  they  really  are.  In  the  second  place,  in 
order  to  be  redeemed,  the  tax  must  be  definitely  settled. 
It  is  true  that  whoever  asks  for  the  redemption  of  the 
tax  has  the  right  to  call  for  a  definite  valuation  of  lands 
and  buildings.  But  the  settlement  of  the  serious  ques- 
tions which  will  arise  with  every  declaration  will  require 
a  long  time.  But  seldom  can  a  taxpayer  obtain  a  def- 
inite statement  of  the  tax  owed  by  him  until  several 
years  have  passed. 

Besides  the  right  to  ask  for  redemption  at  any  mo- 
ment, the  taxpayer  has  also  the  right  to  ask  for  the 
shortening  of  the  period  for  paying  the  tax.  For  in- 
stance he  may  ask  that  the  tax  which  is  due  from  him  in 
ten  or  twenty  years  shall  be  paid  in  five  or  ten  years; 
and  in  these  cases  also  he  will  be  entitled  to  the  discount 
for  the  shortened  time  at  the  rate  of  6  per  cent  com- 
pound interest. 
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Penalties 

Italian  legislation,  from  the  time  of  the  fundamental 
laws  of  1864  and  1865,  did  not  lack  severe  measures  by 
which  to  punish  the  taxpayer  guilty  of  omissions  or  of 
dishonest  declarations.  But  in  the  case  of  penalties  as  in 
that  of  declarations,  lack  of  enforcement  had  rendered 
these  measures  inefficacious. 

Here,  too,  the  war  introduced  into  Italy  severe  meas- 
ures which  were  applied  in  not  a  few  cases.  Persons 
taxed  for  the  excess  war  profits  were  not  infrequently 
made  to  pay  serious  fines  for  dishonest  and  incomplete 
declarations.  The  decree  of  April  22  now  threatens 
various  penalties  for  taxpayers  who  violate  the  law;  I 
shall  mention  only  the  chief  ones.  Whoever  omits  to 
present  the  declaration  of  property,  or  delays  in  present- 
ing it,  is  subject  to  a  pecimiary  penalty  amoimting  to  | 
of  the  tax  finally  fixed  on  the  property.  Whoever  pre- 
sents a  declaration  which  is  wholly  or  partly  untruthful 
incurs  a  pecuniary  penalty  equal  to  I  of  the  tax  of 
which  the  Treasury  would  have  been  defrauded.  This 
penalty,  however,  is  not  applied  when  the  tax  of  which 
the  Treasury  would  have  been  defrauded  is  not  more 
than  i  of  the  tax  due.  Whenever  the  taxpayer  refuses  to 
sign  the  oath  put  to  him,  or  does  not  present  himself  at 
the  time  assigned,  he  is  subject  to  a  pecuniary  penalty 
equal  to  J  of  the  tax.  These  are  the  chief  pecuniary 
penalties.  Besides  there  is  the  possibility  of  confiscation 
of  a  sum  equal  to  the  amount  of  property  withdrawn 
from  what  is  due  for  taxation,  when  the  taxpayer  has 
taken  a  false  oath  or  has  had  recourse  to  acts  meant 
deliberately  to  defraud  the  state.  This  last  penalty, 
however,  can  be  inflicted  only  by  the  ordinary  comts  of 
law.  An  interesting  detail  regarding  pecuniary  pen- 
alties, which  deserves  to  be  recorded,  is  contained  in 
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Article  53,  which  forbids  the  remission  or  reduction  of 
pecuniary  penalties  save  by  legislative  enactment.  The 
reason  for  this  is  to  prevent  the  executive  power  from 
weakening  the  force  of  the  penalties  against  non- 
compliers  by  reducing  or  excusing  the  penalties  through 
political  influence.  To  make  even  more  sure  that  the 
penalties  are  levied  effectively,  Article  52  provides  that 
the  amount  obtained  from  them  shall  be  paid,  one-third 
to  the  public  Treasury,  one-third  to  the  National  Bank 
for  Social  Insurance,  and  the  last  third  to  the  National 
Relief  for  those  who  fought  in  the  war.  Thus  important 
interests  are  created  in  public  bodies  to  see  that  there  is 
a  strict  and  severe  application  of  the  pecuniary  penalties. 

I  have  fulfilled  the  task  of  relating  briefly  the  vicissi- 
tudes of  the  legislative  provisions  referring  to  the  tax. 
But  it  is  not  entirely  certain  whether  this  is  the  final 
form  the  legislation  will  take  before  it  is  put  in  operation. 
The  decree  of  April  22,  1920,  must  yet  be  discussed  in 
Parliament,  which  may  make  more  or  less  important 
modifications  in  it.  Nevertheless,  the  decree,  having 
been  proclaimed  when  Parliament  was  not  in  session, 
is  in  force  now  and  has  begun  to  be  applied.  On  May  31 , 
(or  rather  on  June  10,  1920,  on  account  of  a  brief  post- 
ponement granted  at  the  last  moment)  the  taxpayers 
were  obliged  to  present  their  declarations  and  the  proc- 
ess of  revision  has  already  begun.  It  is  probable  there- 
fore that,  in  order  not  to  uiterrupt  the  work  begun,  the 
modifications  uitroduced  ui  Parliament  will  not  be 
vital,  all  the  more  because  it  is  improbable  that  the 
sessions  of  Parliament  will  be  long  and  such  as  to  ad- 
mit of  a  long  discussion  of  this  problem. 

LUIGI  EiNAUDI. 
Univbrsity  of  Tubin. 


ROSS'S  PRINCIPLES  OF  SOCIOLOGY  * 

There  are  at  present  almost  as  many  systems  of  sociology 
as  there  are  teachers  in  the  field  who  are  capable  of  sys- 
tematizing their  ideas.  What  sociology  will  ultimately  be- 
come is  still,  after  a  full  generation  of  university  teaching, 
impossible  to  predict.  It  will  probably  depend  upon  who 
produces  the  first  treatise  with  sufficient  mastery  of  facts, 
logical  consistency,  and  systematic  balance  to  dominate  the 
minds  of  a  large  number  of  students.  Spencer's  monumental 
treatise  probably  comes  nearer  reaching  that  mark  than  any 
other;  but  it  runs  counter  to  the  drift  of  opinion  among  the 
emotional  devotees  of  the  sociological  cult,  and  has  not  won  a 
mastery  over  their  minds.  Almost  the  only  general  statement 
that  one  can  make  regarding  sociology  as  actually  taught  in 
schools  and  expounded  in  treatises  is  that  it  is  a  refuge  for  all 
those  who  revolt  against  the  cold,  unemotional  reasoning  of 
the  dominant  school  of  economists,  and  who  turn  to  sociology 
as  a  means  of  finding  quasi-scientific  labels  for  their  senti- 
mental whims.  Most  recent  treatises  on  the  subject  consist 
mainly,  therefore,  of  a  new  set  of  terms  for  old  and  trite  sub- 
jects. 

It  has  been  known  for  a  long  time  that  Professor  Ross  was 
preparing  a  general  treatise  which  would  systematize  so- 
ciology as  he  saw  it.  It  was  easy  to  foresee  that  the  work, 
when  completed,  would  be  a  notable  contribution,  that  it 
would  be  brilliant  in  style,  that  there  would  not  be  a  dull 
page  or  paragraph  in  the  entire  book,  and  that  whether  it  was 
convincing  or  not,  almost  every  statement  would  arrest  atten- 
tion and  compel  thought.  In  all  these  respects  the  completed 
work  surpasses  expectations.  It  was  also  expected  that  Ross's 
economic  training  would  enable  him  to  avoid  the  weaknesses 
of  many  preceding  treatises  written  by  men  and  women  who 
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imagined  that  a  system  of  sociology  could  be  constructed  in 
the  air  without  regard  to  the  gravitating  pull  of  economic 
forces.  In  this  respect  also  the  book  before  us  comes  almost 
if  not  quite  up  to  our  expectations. 

Further,  the  author's  long  experience  in  teaching,  together 
with  his  broad  academic  training  and  his  extensive  travel  and 
other  opportunities  for  gathering  information  led  us  to  expect 
that  this  matured  product  would  be  a  comprehensive  and 
systematic  treatise.  In  this  respect  it  comes  quite  up  to  the 
exnectation  of  those  who  approach  the  subject  from  his  point 
of  view.  Even  those  who  not  only  have  a  diflFerent  point  of 
view  but  conceive  the  subject  matter  of  sociology  to  be  en- 
tirely different  from  that  which  Ross  conceives  it  to  be,  among 
whom  the  reviewer  must  count  himself,  cannot  but  admit 
that  he  has  gathered  a  vast  amount  of  illustrative  material, 
and  has  classified  it  and  arranged  it  under  a  comprehensive 
scheme;  and  that  therefore  this  is  in  the  truest  sense  a  sys- 
tematic treatise  or  a  ''system"  of  sociology.  A  diflFerent 
question  is  whether  it  is  Ukely  to  be  the  master  treatise  which 
shall  hereafter  determine  the  scope  and  character  of  sociology, 
as  the  Wealth  of  Nations  did  of  economics?  It  is  surely  no 
disrespect  to  Ross  or  his  book  to  express  doubt.  Many  great 
men  and  many  great  books  are  less  great  than  Adam  Smith 
and  the  Wealth  of  Nations, 

It  is  the  reviewer's  belief  that  the  work  is  the  best  single 
text  book  for  class  room  use  in  the  teaching  of  sociology  that 
has  yet  appeared,  with  the  possible  exception  of  Spencer's 
Principles.  To  begin  with  the  least  important — the  purely 
mechanical  advantages  —  it  is  divided  into  five  parts  and 
fifty-seven  chapters.  The  five  parts  are:  The  Social  Popu- 
lation, Social  Forces,  Social  Processes,  Social  Products,  and 
Social  Principles.  More  than  half  of  the  book,  however,  in- 
cluding Chapters  8  to  45,  is  included  in  Part  III  —  Social 
Processes.  The  chapters  are  short  and  pointed.  Each  one 
can  be  read  quickly  before  the  mind  is  fatigued  or  attention 
flags.  Each  chapter  is  headed  by  a  suggestive  title  which 
stimulates  interest  before  the  reader  begins.  Considerable 
time  and  ingenuity  must  have  been  expended  in  inventing 
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these  headings.  A  sample  group  including  the  titles  of  the  last 
ten  chapters  under  Part  III  are  Individuation,  Liberation, 
Commercialization,  Professionalization,  Institutionalization^ 
Expansion,  Ossification,  Decadence,  Transformation,  and 
Reshaping.  It  must  be  confessed,  however,  that  it  is  not  al- 
ways easy  to  see  the  connection  between  the  title  of  a  chapter 
and  its  subject  matter. 

Another  advantage  for  class  room  use  is  the  provocative 
character  of  the  book.  Those  teachers  who  use  the  method  of 
class  room  discussion  will  never  lack  material.  The  book 
fairly  bristles  with  points  for  controversy.  There  is  scarcely  a 
paragraph  that  does  not  contain  some  statement  calculated, 
like  a  blow  in  the  face,  to  start  an  argument.  And  a  strong 
feature  of  the  book  is  its  wealth  of  illustrative  material, 
drawn  especially  from  the  fields  of  psychology  and  anthropol- 
ogy. In  this  respect  it  is  surpassed  only  by  Spencer's  Prin- 
ciples and  Sumner's  Folkways. 

Ross  regards  sociology  as  primarily  a  psychological  science. 
In  fact  he  says,  in  so  many  words,  ''The  immediate  causes  of 
social  phenomena  are  to  be  sought  in  human  minds"  (p.  41). 
Granting  this  to  be  true  as  to  immediate  causes,  it  does  not 
follow  that  the  ultimate  causes  or  the  determining  factors  in 
the  long  run  are  psychological.  Doubtless,  whatever  is  done  in 
society  is  done  because  some  one  chose  to  do  it  or  to  have  it 
done.  One  student  may  therefore  be  content  to  find  out  what 
determines  these  choices,  but  it  is  surely  legitimate  for  an- 
other to  try  to  find  out  how  certain  choices  work,  what 
happens  to  those  who  choose  to  do  thus  and  so  rather  than 
something  else,  and  what  has  become  of  those  people  who 
made  those  interesting  choices  or  did  those  interesting  things 
which  the  anthropologists  recount.  It  seems  to  the  reviewer 
that  the  economic  results  of  mental  reactions  are  quite  as 
important  as  their  sources.  In  this  respect,  however,  he  ap- 
pears to  differ  from  the  behaviorists  in  the  field  of  economics 
as  well  as  from  the  anthropological  moralists  and  the  psy- 
chological sociologists. 

Ross  comes  very  near  repudiating  the  whole  idea  of  selec- 
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tion  by  economic  forces  among  the  varied  and  heterogeneous 
desires  of  individuals,  commimities  and  classes  in  the  opening 
chapter  of  Part  II  on  social  forces.  On  page  42  he  says: 

No  sooner  have  we  arrived  at  the  truth  first  emphasized  by  Ward 
that  the  social  forces  are  human  desires  than  we  come  upon  new  forms 
of  error.  The  organic  conception  of  society  pictures  the  desires  of 
individuals  as  running  together  into  a  collective  desire  for  social 
welfare.  This  generalized  desire  for  certain  results  would  be  the 
cause  of  the  "social  organs"  functioning.  Thus  Spencer  is  apt  to 
attribute  an  institution  either  to  the  individual's  sense  of  a  conmion 
interest  or  to  the  common  sense  of  an  individual  interest  and  to 
overlook  the  r61e  of  special  desires  behind  a  particular  institution. 
In  accounting  for  monogamy,  he  stresses  too  much  its  good  results 
and  ignores  the  r61e  of  male  sexual  jealousy.  He  thinks  the  force 
which  calls  customary  rules  into  being  is  "the  consensus  of  individ- 
ual interests." 

He  further  endorses  the  views  of  such  social  psychologists  as 
MacDougal,  Thomdyke,  and  Veblen,  to  the  effect  that  the 
emotions  and  instincts  are  the  prime  movers  in  human  be- 
havior;  but  he  saves  himself  by  sa3ring  (p.  43),  ''The  existence 
of  an  instinct  is  no  reason  for  giving  it  free  cause" ;  but  beyond 
some  vague  generalities  regarding  the  sublimation  of  instinctSi 
he  says  little  to  support  or  amplify  the  statement. 

It  seems  to  the  reviewer  that  Ross  leans  quite  as  far  in  the 
opposite  direction  as  he  accuses  Spencer  of  leaning  in  the 
direction  of  explaining  institutions  on  the  ground  of  eco- 
nomic advantage.  As  to  monogamy,  for  example,  it  is  doubt- 
less true  that  male  sexual  jealousy  had  a  great  deal  to  do  with 
it.  It  probably  had  quite  as  much  to  do  with  polygamy,  the 
difference  being  that  the  jealous  males  in  one  case  are  of  ap- 
proximately equal  power  and  will  therefore  not  tolerate  a 
monopoly  of  women  whereas  in  the  other  case  they  are  of 
unequal  power,  and  the  more  powerful  ones  try  to  monop- 
olize the  women.  Besides,  when  violence  is  not  tolerated  the 
preferences  of  the  women  must  be  given  some  weight.  If  the 
average  woman  would  prefer  to  be  the  one  wife  of  a  mediocre 
man  to  being  the  second  wife  of  a  greater  one,  her  preferences 
will  have  something  to  do  with  the  institution  of  marriage. 
In  fact  most  of  our  economic  institutions,  including  property 
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and  contract,  are  not  created  by  law  at  all,  but  spring  up 
qxmtaneously  and  automatically  with  the  suppression  of 
violence.  Let  the  government  once  suppress  violence  and 
property  exists.  It  can  only  be  destroyed  by  force  or  violence. 

But  aside  from  all  this,  if  monogamy  had  not  proved  to  be 
on  the  whole  beneficent,  even  male  sexual  jealousfy  could  not 
have  kept  it  alive,  for  the  reason  that  monogamous  com- 
munities would  have  been  handicapped  in  the  struggle  for 
land  and  subsistence.  In  this  very  important  and  fundamen- 
tal sense  the  beneficence  of  monogamy  must  be  considered  as 
a  factor  in  its  existence. 

It  is  probably  true,  as  the  behaviorists  and  psychological 
sociologists  insist,  that  no  institution,  or  at  least  almost 
none,  was  ever  consciously  created  because  men  deliberated 
and  arrived  at  a  purely  intellectual  conclusion  that  its 
adoption  would  be  a  good  thing.  Since  the  social  con- 
tract theory  lost  its  vogue,  no  one  has  ever  seriously 
held  such  a  view.  Instincts,  emotional  interests,  special 
desires,  and  unreasoning  impulses  have  doubtless  been  the 
moving  forces.  But  the  great  principle  of  selection  is  not 
abolished  by  this  admission.  However  they  may  b^in, 
Bome  customs,  social  habits,  institutions  work  better  than 
others,  not  always  because  they  fit  man's  instincts  better 
than  others,  sometimes  for  reasons  in  no  way  connected 
with  psychology,  generally  for  a  mixture  of  psychological 
and  other  reasons.  Nearly  every  boy,  when  he  begins  to 
strop  a  razor  finds  it  "natural"  to  tiun  the  razor  on  its  edge 
rather  than  on  its  back.  He  soon  finds  that  it  does  not  work 
weD.  At  considerable  pains  he  must  train  his  muscles  to 
work  in  what  seems  to  be  an  ''unnatural  '*  way.  If  he  had  to 
do  the  same  thing  under  the  orders  of  a  boss  he  would,  if  he 
had  read  much  behavioristic  economics  and  psychological 
sociology,  feel  outraged  at  such  an  attempt  to  warp  human 
nature. 

This  seems,  doubtless,  a  very  simple  illustration;  but  it  was 
chosen  for  that  reason.  The  fact  that  after  the  boy  has  trained 
his  muscles  to  turn  the  razor  on  its  back  the  motions  involved 
begin  to  seem  quite  as  ''natural"  as  those  involved  in  turning 
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it  upon  its  edge,  indicates  that  human  nature  is,  within 
limits,  adaptable  and  can  without  harm  adjust  itself  to  many 
non-psychological  conditions  whenever  there  is  a  mechanical 
or  economic  advantage  in  doing  so.  This  observation,  more- 
over, has  many  applications  and  when  widely  applied  will 
compel  a  modification  of  the  findings,  not  of  social  psy- 
chologists of  recognized  standing,  but  of  those  enemies  of  the 
present  social  order  who  have  seized  upon  social  psychology 
as  a  new  found  weapon  of  attack. 

The  observed  fact  that  men  do  sometimes  modify  their 
behavior  because  they  perceive  that  some  mechanical  or 
economic  advantage  may  be  secured  by  so  doing  can  scarcely 
be  ignored  by  any  scientific  student.  To  do  so  would  be  as 
gross  a  neglect  of  vital  facts  as  to  ignore  instincts  altogether. 
But  what  is  meant  by  the  statement,  quoted  from  Veblen, 
that  the  instincts  are  the  "prime  movers"  in  human  be- 
havior? If  it  means  that,  historically  and  anthropologically, 
men  behaved  instinctively  long  before  they  began  con- 
sciously to  shape  their  conduct  to  rational  economic  ends,  it 
may  be  freely  admitted ;  but,  what  of  it?  If  it  means  that  men 
never  J  even  now,  consciously  shape  their  conduct  to  rational 
economic  ends,  it  is  absurd.  If  it  means  that  the  average  man 
is  still  mainly  controlled  by  his  instincts  and  only  to  a  slight 
degree  by  rational  calculation,  a  number  of  large  and  difficult 
questions  are  raised. 

In  the  first  place,  what  is  meant  by  the  average  man?  Is  it 
an  arithmetical  average  of  all  human  beings  of  whatever  race, 
color  or  condition?  If  so,  can  any  statement  made  about  him 
be  applied  to  Americans  of  the  twentieth  century?  Again,  if 
it  were  found  that  calculated  advantage  is  a  larger  factor  in 
determining  the  behavior  of  civilized  than  of  savage  men, 
and  that  its  influence  tends  to  increase  as  intelligence  and 
civilization  advance,  is  the  tendency  a  matter  of  importance? 
Again,  suppose  it  were  found  that  in  the  same  community 
there  was  a  wide  difference  among  individuals  in  the  degree 
to  which  rational  calculation  influenced  behavior,  the  eco- 
nomically successful  classes  being  more  largely  controlled  by 
rational   calculation   than   the   economically   unsuccessfuli 
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would  that  possess  any  significance?  Would  we  advise 
people  to  control  themselves  and  direct  their  conduct  by 
rational  calculation,  or  would  we  advise  them  to  "let  nature 
caper"  ?  It  comes  down  to  this;  would  we  advise  the  boy  to 
learn  by  hard  practice  to  turn  his  razor  on  its  back,  or  to  fol- 
low his  own  inclinations? 

These  questions,  or  rather  this  question  —  for  they  are  all 
reducible  to  one  —  is  as  old  as  philosophy,  tho  it  has  not  often 
been  stated  in  economic  terms.  Shall  we  school  and  discipline 
ourselves  into  conformity  with  the  conditions  of  successful 
living,  or  shall  we  follow  our  own  proclivities  and  insist  that  it 
is  an  unjust  world  which  does  not  bestow  success  upon  us? 
Shall  we  labor  to  acquire  those  habits  which  are  best,  which 
work  well,  trusting  that  practice  will  eventually  make  them 
agreeable,  or  shall  we  follow  our  instincts  because  of  the 
pleasurable  sensations  which  result,  and  let  the  ultimate 
economic  consequences  take  care  of  themselves?  Does  Uving 
''according  to  nature"  mean  adapting  ourselves  to  nature  in 
the  outer  sense,  or  does  it  mean  following  our  own  inherited 
nature?  The  progressive  parts  of  the  world,  that  is,  those 
parts  where  industry  has  been  efficient  enough,  and  govern- 
ments Uberal  enough  to  permit  considerable  numbers  of 
people  to  make  a  Uving,  have  all  followed  the  stony  road  of 
self-discipUne;  but  there  is  a  distinct  tendency  to  abandon  it 
for  the  primrose  path  of  instinctive  behaviorism.  In  many 
circles,  educational,  religious,  sociological,  and  economic, 
there  is  a  nervous  fear  lest  child  nature  or  human  nature  in 
general  should  be  warped,  its  instincts  thwarted,  or  that  it 
should  be  trained  out  of  its  ''natural"  bent. 

The  process  of  trial  and  error,  sometimes  euphoniously 
ealled  "creative  evolution,"  is  doubtless  tending  to  bring 
about  a  harmony  between  human  behavior  and  the  behavior 
of  things.  Those  individuals  who  can  not  readily  discipline 
thanselves  or  conform  their  behavior  to  the  mechanical  and 
economic  necessities  of  a  situation,  or  who  suffer  serious  harm 
frcmi  such  conformity,  tend  to  be  weeded  out,  while  those  to 
whom  the  self-discipline  which  proves  to  be  mechanically  or 
economicaOy  advantageous  is  easy  and  harmless,  will  tend  to 
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survive.  In  the  course  of  time  a  race  is  built  up  which  is  able 
to  do  things  in  the  right  way,  to  direct  its  conduct  with  some 
regard  to  the  behavior  of  things;  but  this  race  is  created  and 
can  be  created  only  by  the  process  of  selection,  trial  and  error, 
success  and  failure,  survival  and  extinction.  To  say,  there- 
fore, that  a  certain  requirement  in  human  conduct  produces 
numerous  failures,  that  many  break  under  the  strain,  or 
suffer  certain  physical,  mental,  and  moral  disorders  through 
trying  to  Uve  up  to  the  requirement,  is  not  enough  to  condemn 
it.  Does  the  requirement  work  well  when  people  do  live  up  to 
it,  and  is  there  a  sufficiently  large  element  in  the  race  who  can 
live  up  to  it  without  harm,  to  serve  as  a  *' saving  renmant" 
and  become  the  progenitors  of  new  generations  of  superior 
adaptability?  If  so,  the  requirement  may  well  be  insisted 
upon,  in  spite  of  the  fact  that  considerable  numbers  find 
difficulty  in  conforming. 

True,  this  is  a  somewhat  hard  view  of  life  and  conduct;  but 
experience  with  real  things  must  convince  any  one  that  it  is 
hard  to  do  any  thing  in  the  right  way.  Every  mechanic 
knows  that  it  is  easier  to  botch  a  job  than  to  finish  it  properly. 
There  is  only  one  right  way,  or  at  most  very  few,  of  doing  any- 
thing. There  are  a  thousand  wrong  ways.  This  observation 
applies,  without  exception,  to  everything  we  do;  it  even  ap- 
pUes  to  Uving.  Not  in  a  purely  religious  sense,  but  in  the  most 
rigid  economic  and  mechanical  sense, '' strait  is  the  gate  and 
narrow  is  the  way  that  leads''  to  success,  or  survival,  for 
races,  and  nations  as  well  as  for  individuals. 

The  importance  of  studying  the  psychology  of  behavior 
with  a  view  to  ascertaining  how  men  may  be  controlled, 
directed  or  led  to  do  things  in  the  right  way  is  not  to  be 
minimized;  but  it  is  of  equal  importance  that  we  should  know 
the  right  ways,  not  simply  in  the  fields  of  mechanics  and 
technology,  but  equally  in  the  fields  of  economics,  poUtics, 
and  even  morals.  The  questions  how  men  actually  behave, 
and  why,  are  important;  the  questions  how  must  they  behave, 
and  why,  if  they  are  to  succeed  in  this  world  of  struggle, 
where  the  forks  in  the  road  that  lead  to  survival  and  extinc- 
tion always  before  them,  are  equally  important.   If  we  can 
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onoe  settle  the  latter  group  of  questions,  we  may  then  turn  to 
the  former  for  the  purpose  of  finding  out  how  our  race  can  be 
led  to  do  the  right  things,  that  is,  to  do  whatever  is  necessary 
to  its  own  perpetual  success  or  survival.  It  seems  to  the  re- 
viewer that  Ross  has  not  given  the  attention  to  this  class  of 
questions  which  they  deserve. 

The  chief  systems  of  sociology  should  be  classified  on  the 
basis  of  this  difference.  One  group  is  largely  psychological 
and  anthropological,  the  other  is  economic  and  evolutionary. 
One  group  aims  to  describe  human  nature  as  it  is  found,  any- 
where and  everywhere.  The  other  aims,  so  far  as  it  discusses 
human  nature  at  all,  to  describe  it  as  it  inevitably  tends  to 
become,  as  it  must  become  under  the  conditions  of  the  evolu- 
tionary processes  of  selection,  and  as  it  has  actually  tended  to 
become  among  the  more  successful  races,  groups,  and  classes. 
One  group  is  primarily  concerned  with  describing  and  classi- 
fying; the  other  with  analyzing  and  evaluating.  Ross's  sys- 
tem belongs  in  the  one  class,  the  reviewer's  system,  if  he  may 
pfesume  to  mention  himself  in  such  connection,  belongs  in  the 
other;  a  difference  which  may  account  for  the  criticisms  con- 
tained in  the  last  few  paragraphs. 

There  are  a  few  other  criticisms,  mostly  of  detail,  which  do 
iK»t  depend  upon  a  difference  in  sociological  system,  but 
rather  upon  a  difference  of  temperament.  Almost  every 
paragraph,  as  indicated  earUer  in  this  review,  contains  state- 
ments that  are  calculated  to  provoke  discussion  and  con- 
troversy. This  feature  adds  to  the  value  of  the  book  for  class 
room  use,  but  can  scarcely  be  said  to  add  to  its  value  for 
purely  scientific  purposes.  Some  of  these  statements  are  so 
lU-considered  as  to  provoke  something  more  than  a  question- 
ing attitude  and  a  desire  for  further  light. 

A  few  samples  will  suffice: 

"The  World  War  sprang  from  a  conffict  of  rival  imperial- 
isms. Behind  these  imperialisms  was  the  greed  of  certain 
influential  financial  or  business  groups  secretly  molding  the 
foreign  policy  of  government"  (p.  46).  This  is  familiar  to 
those  who  have  listened  often  to  soap  box  pacifists,  but  one 
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does  not  expect  to  find  it  in  a  book  with  pretensions  to  scien- 
tific veracity.  Again  ''Less  and  less  is  the  instinct  of  work- 
manship stimulated  as  the  minute  subdivision  of  tasks  makes 
labor  a  monotonous  repetition"  (p.  50).  The  monotonous 
repetition  of  this  formula  is  even  more  depressing  than  the 
routine  work  of  the  machine  tender;  besides  it  does  not  con- 
vince the  critical  judgment.  Few  operations  are  more  spe- 
cialized or  monotonous  than  plowing  or  knitting;  yet  Tolstoi 
has  testified  to  the  stimulating  effect  of  the  one  upon  the 
mind,  and  the  therapeutic  effect  of  the  other  in  case  of  ner- 
vous disorders  is  well  recognized.  Anyone  who  will  use  his 
eyes  and  his  mind,  and  compare  a  machine  tender  in  a  shoe 
factory  with  a  shoe  maker  at  his  bench,  is  not  likely  to  be 
deceived  as  to  which  is  the  happier,  the  freer  or  the  more  alert 
in  mind.  If  it  is  meant,  as  is  sometimes  implied,  that  an 
artist  is  happier  in  his  creative  work  than  the  average  ma- 
chine tender  is  in  his  monotonous  work,  the  statement  may 
be  freely  granted ;  but  it  does  not  follow  that  the  average  ma- 
chine tender  would  be  an  artist  if  he  were  not  unfortunately 
''chained"  (to  use  a  common  but  intentionally  misleading 
word)  to  his  machine,  or  that  he  would  be  happier  if  he  had  to 
make  a  complete  product  instead  of  a  minute  fraction  of  it. 
Moreover,  in  spite  of  the  fact  that  laborers  have  been  told 
repeatedly  and  vociferously  that  machine  tending  stifles 
their  instinct  of  workmanship  and  kills  all  joy  in  work,  they 
show  by  their  actions  that  they  do  not  believe  a  word  of  it. 
When  the  alternative  is  presented,  at  the  same  wages,  they 
will  uniformly  and  without  hesitation  choose  machine  tend- 
ing rather  than  farm  work  or  even  bench  work  in  which  they 
are  required  to  perform  a  multitude  of  operations. 

"Exclusive  capitalist  control  of  industry  thwarts  the  work- 
er's impulse  to  self-assertion,  stirred  as  it  is  by  the  democratic 
ideas  of  our  time"  (p.  50).  This  seems  to  imply  that  "exclu- 
sive capitalist  control"  has  been  seized  by  force  or  authority 
instead  of  being  won  by  the  process  of  bu3ring  and  selling.  If 
some  choose  to  spend  their  surplus  incomes  for  producer's 
goods  while  others  spend  them  for  consumer's  goods,  both  are 
following  their  impulse  to  self-assertion,  yet  the  one  class  will 
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thereby  acquire  exclusive  control  of  the  cafHtal  of  the  com- 
munity. Just  how  it  thwarts  the  desire  for  self-assertion  to 
allow  each  class  to  spend  its  money  as  it  sees  fit,  or  how  any- 
thing could  possibly  be  more  democratic  than  this  would  be 
difficult  to  show.  If  those  who  chose  to  spend  their  money  for 
producer's  goods  were  not  allowed  to  own  what  they  bought, 
but  the  ownership  were  turned  over,  in  part,  to  those  who 
chose  to  spend  their  money  for  other  things,  it  looks  to  the 
reviewer  as  tho  this  would  be  some  interference  with  the 
"impulse  to  self-assertion."  Even  the  desire  to  possess  what 
one  has  never  paid  for  can  scarcely  be  denatured  by  suggesting 
that  it  is  "stirred  by  the  democratic  ideas  of  our  time."  It  is 
not  the  instinct  to  self-assertion  so  much  as  the  instinct  to 
grab  what  the  other  fellow  has  that  is  involved.  This  is  not 
sanctified  when  done  in  the  holy  name  of  labor  any  more 
than  when  done  in  the  profane  name  of  business,  tho  there 
may  be  more  excuse  for  it  in  the  one  case  than  in  the  other. 
It  is  not  stirred  by  democratic  ideas  so  much  as  by  the  sense  of 
unrestrained  power  which  sometimes  takes  possession  of  an 
indignant  crowd. 

On  page  111  Ross  points  out  a  very  widespread  human 
tendency,  which  has  an  important  bearing  on  the  case.  ' '  The 
delight  of  '  taking  down '  one  who  is  throwing  us  into  the 
shade  is  very  evident.  School  boys  on  the  playground  '  take 
it  out '  of  teacher's  pet,  bespatter  the  best-dressed  child,  and 
pursue  the  prize  pupil  chanting  some  incantation  rhyme  built 
about  his  name.  Girls  try  to  take  down  the  girl  all  the  boys 
are  fond  of,  and  the  imcouth  lads  join  to  himiiliate  the  boy 
that  the  girls  favor."  Why  the  auUior  is  willing  to  recognize 
tiie  tendency  to ' '  take  down  "  those  more  successful  than  our- 
selves in  every  game  or  activity  except  money  getting,  or  why 
he  should  call  it  the '  'stirring  of  democracy  "  in  the  latter  case 
and  by  less  euphonious  names  in  all  others,  is  impossible  to 
conjecture.  And  yet  (p.  141)  he  says  ''So  long  as  they  ex- 
hibit the  ordinary  economic  and  social  virtues,  the  capable 
are  in  no  danger  from  popular  envy  and  cupidity.' '  This  is  not 
only  inconsistent  with  his  remarks  about  "taking  down"  our 
more  successful  rivals,  but  it  is  contrary  to  experience  except 


160  QUARTERLY  JOURNAL  OF  ECONOMICS 

in  a  very  few  of  the  most  enlightened  communities  of  the 
earth.  So  far  as  the  world  has  had  experience  of  proletarian 
revolutions  it  has  learned  that  the  so-called  intelligenzia  fare 
no  better  at  the  hands  of  a  real  proletariat  than  do  land- 
owners and  capitalists. 

In  one  of  his  marginal  headings  (p.  116)  Ross  makes  the 
unqualified  statement  that  "no  one  is  really  self-centred." 
The  reasons  given,  however,  are  merely  that  no  one  is  abso- 
lutely indifferent  to  the  opinions  of  his  fellows.  The  fact  that 
one  cares  for  their  approval  certainly  indicates  a  certain, 
rather  intense  interest  in  oneself.  If  one  would  rather  be  well 
thought  of  than  to  have  some  one  else  well  thought  of,  that 
again  indicates  a  certain  preference  for  self  as  compared  with 
that  other  person.  If  one  cares  more  for  the  good  opinions  of 
those  nearest  him  in  point  of  space,  kinship,  ideals  or  like- 
mindedness,  than  for  the  good  opinions  of  those  less  near, 
that  argues  also  for  a  certain  self-centredness.  A  being  who 
cared  absolutely  nothing  for  the  opinions  of  any  other  beings 
would  be  hard  to  classify.  He  could  just  as  well  be  absolutely 
without  interest  in  self  as  be  a  towering  egotist. 

Chapter  XII,  on  Exploitation,  presents  a  somewhat 
gloomy  picture.  One  gets  the  impression  that  there  is  not 
very  much  going  on  in  civilized  society  except  exploitation. 
This  results  from  the  author's  tendency  to  call  everything 
exploitation  where  one  class  manages  to  prosper  more  than 
another  class.  Nowhere  does  he  make  the  important  distinc- 
tion between  exploitation  based  upon  the  power  to  inspire 
fear  and  that  based  upon  the  power  to  confer  benefit.  When 
a  group  can  get  what  it  wants  by  making  others  afraid  to 
refuse  its  demands,  whether  it  prospers  thereby  or  remains 
poor,  there  is,  qualitatively  at  least,  exploitation.  When  an- 
other group  can  get  what  it  wants  by  reason  of  its  power  to 
serve  or  minister  to  the  needs  of  others,  even  tho  it  prospers 
thereby,  it  is  doubtful  whether  the  process  ought  to  be  called 
exploitation;  yet  the  unthinking  never  make  any  such  dis- 
tinction. Prosperity  is  sometimes  forced  upon  a  man  through 
no  fault  of  his  own.  The  person  who  is  recognized  as  indis- 
pensable can  generally  get  what  he  desires,  whether  it  be 
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votes,  money  or  anything  else,  tho  the  very  people  who  have 
benefited  through  his  indispensable  service  sometimes  resent 
his  success,  particularly  among  the  backward  peoples  whose 
lack  of  economic  virtue  has  kept  them  back.  The  author's 
undiscriminating  discussion  of  exploitation,  and  many  other 
parts  of  the  book,  show  an  apparent  tendency  to  cater  to 
those  splenetic  temperaments  who  find  it  easier  to  beUeve 
evil  than  good  of  those  who  achieve  any  considerable  success 
either  in  vote  getting  or  money  getting. 

After  asserting  (p.  208)  regarding  sumptuary  laws,  that 
they  are  intended  to  protect  the  prestige  of  the  higher  social 
orders,  tho  often  urged  on  economic  grounds,  he  says: 

Monogamic  marriage,  tolerant  enough  toward  monastic  and 
Shaker  celibacy,  which  put  yet  greater  strain  on  human  nature,  sup- 
presses as  a  dangerous  rival  every  laxer  form  of  sex  relation  —  "free 
love,"  the  "complex  marriage"  of  the  Oneida  community,  Mormon 
polygamy,  etc.  Nor  has  it  acknowledged  any  right  of  groups  of  men 
and  women  to  order  their  relations  according  to  their  own  convictions 
and  judgment. 

The  statements  that  monogamic  marriage  does  acknowledge 
tiie  right  of  groups  of  men  and  women  to  maintain  celibacy, 
and  that  it  has  not  acknowledged  ''any  right  of  groups  of 
men  and  women  to  order  their  relations,"  etc.,  are  of  course, 
contradictory.  But,  worse  than  this  is  the  implication  that  the 
strain  which  an  institution,  or  a  standard  of  conduct  puts  on 
htmian  nature  is  a  reason  for  condemning  it,  and  that  relations 
between  men  and  women  might  well  be  left  to  *Hheir  own 
conviction  and  judgment."  This,  however,  is  consistent  with 
the  nervousness  of  psychological  sociologists  and  economic 
behaviorists  in  general  lest  some  law  should  be  passed,  prac- 
tice adopted,  or  institution  established,  which  should  put  a 
strain  on  himian  nature.  Even  more  monstrous,  however,  is 
the  implication  that  the  reason  why  monogamists  disapprove 
of  free  love,  complex  marriage  and  polygamy  is  to  preserve 
their  own  prestige. 

"The  catering  of  corporate  universities  to  the  prejudices  of 
possible  donors  would  hamper  gravely  the  teaching  of  the 
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social  sciences  were  it  not  that  they  have  to  meet  the  competi- 
tion of  the  liberal  state  imiversities"  (p.  216).  It  would  be 
interesting  to  know  whether  there  has  been  less  meddling  with 
academic  freedom  in  state  than  in  endowed  imiversities. 

The  frequent  occurrence  of  slurs  and  innuendoes,  a  few 
samples  of  which  have  been  quoted,  betraying  an  animus  of 
the  author  rather  than  calmly  and  dispassionately  reasoned 
conclusions,  is  the  chief  weakness  of  the  book.  But  we  must 
not  dwell  longer  on  this  weakness  lest  we  be  guilty  of  the 
vice  very  prevalent  among  writers  on  sociology,  including  the 
author  before  us,  of  seeing  only  the  evil  and  the  disagreeable 
in  that  which  they  are  trying  to  describe.  They  resemble 
certain  oriental  pessimists,  who  used  to  describe  man,  of 
whom  they  had  a  very  poor  opinion,  by  selecting  the  obsceni- 
ties of  anatomy  and  dwelling  upon  them  with  nauseating 
particularity.  Their  statements  of  detail  were  true  enough, 
but  their  pictures  of  man  as  a  Uving  whole  were  criminally 
false.  Many  of  our  writers  on  sociology  have  formed  the 
habit  of  selecting  certain  sore  spots  on  the  body  politic,  and 
those  aspects  of  normal  social  life  which  lend  themselves 
most  easily  to  derogatory  description,  and  of  dwelling  upon 
these  to  the  exclusion  of  everything  else. 

A  possible  reason  for  assuming  this  attitude  is  what  he  calls 
in  his  chapter  on  Opposition  (Ch.  XIII)  the  spirit  of  contra- 
diction. Regarding  ''bom  kickers,"  he  says,  that  they  "pose 
as  champions  of  threatened  rights,  knightly  defenders  of  the 
minority,  when,  in  fact,  what  animates  them  is  the  spirit 
of  contradiction."  Quoting  from  Sinmiel,  who  detects  in 
himself  "a  gentle,  often  scarcely  conscious,  and  even  imme- 
diately vanishing,  impulse  to  say  no  to  an  assertion  or  ap- 
peal," and  who  "infers  that  one  personality  in  encoimtering 
expressions  of  the  personahty  of  another,  cannot  assert  itself 
otherwise  than  by  some  form  of  opposition,"  he  concludes 
that  the  attitude  of  hostiUty  is  more  easily  created  than  that 
of  sympathy  and  appreciation.  It  seems,  however,  that  this 
conclusion  is  based  upon  too  narrow  a  field  of  observation. 
Some  people  imdoubtedly  react  in  the  way  described,  but  it  is 
equally  certain  that  others  react  in  the  opposite.  Nor  is  it 
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very  profitable  to  try  to  find  out  how  the  average  man  acts. 
What  we  need  is  a  reaction  curve,  showing  the  distribution  of 
different  kinds  of  reactors  to  denunciatory  and  commenda- 
tory suggestion.  Everyone  knows  of  individuals  who  are  so 
kindly  disposed  toward  everybody  and  ever3rthing  as  to  as- 
sent natundly  to  everything  that  is  said  to  them.  They  react 
differently  from  the  way  in  which  Sinmiel  finds  that  he  reacts. 
Between  the  extremes  of  counter  suggestion  and  pathological 
obedience,  there  are  all  degrees  of  good  nature  and  ill  nature. 
If  one  is  in  the  habit  of  talking  to  those  at  one  end  of  the 
curve,  he  will  doubtless  find  it  easier  to  create  hostility  and 
resentment  than  friendship  and  appreciation.  ''It  is  a  pity" 
says  Ross  (p.  160)  "that  hostility  is  a  highly  suggestible  atti- 
tude. It  seems  to  be  easier  for  the  orator  to  sway  the  mob 
against  someone  than  to  sway  it  for  him.  Simmel  holds  that 
it  is  much  more  difficult  to  influence  the  average  man  in  gen- 
eral [italics  mine]  to  take  an  interest  in  or  to  feel  an  incUna- 
tion  of  sympathy  for  a  third  person  previously  indifferent 
than  to  develop  in  him  mistrust  and  antipathy." 

Mark  Antony  had  to  assure  the  mob  that  he  had  not  come 
to  praise  Caesar  before  he  could  even  get  a  hearing,  but  it 
was  the  mob  and  not  the  intellectual  and  moral  4Ute  of  Rome 
to  whom  he  was  speaking.  Anyone  with  a  raucous  voice  can 
get  an  instantaneously  favorable  hearing  from  the  Sunday 
afternoon  crowds  in  almost  any  public  place,  by  merely  stand- 
ing up  and  denouncing  something.  At  the  same  time  and 
place  it  would  take  a  really  great  orator  to  create  a  good 
opinion  regarding  the  things  thus  denounced.  But  it  would 
be  hasty  to  conclude  anything  about  the  ''average  man  in 
general "  until  we  had  tried  it  on  other  groups  of  people.  Even 
then  we  shall  probably  conclude  that  we  cannot  find  out  much 
about  the  "average  man  in  general,"  but  that  different  groups 
react  differently  according  to  their  place  in  the  curve. 

These  trifiing  weaknesses  should  not  blind  us  to  the  great 
and  conspicuous  merits  of  the  book.  Among  the  vast  number 
of  statements  that  are  calculated  to  provoke  disciission, 
Bome  of  which  are  mere  slurs  and  innuendoes,  many  must  be 
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regarded  as  genuine  flashes  of  genius.  Speaking  of  the  rapid 
development  of  human  life  in  cold  countries  and  the  slow 
development  of  the  tropics,  Ross  remarks:  ''Had  the  art  of 
cooling  kept  pace  with  the  art  of  heating  the  story  might  have 
been  different.  Ever  since  he  invented  fire  and  clad  himself  in 
skins,  man  has  been  in  the  way  of  invading  the  harsher  climes; 
but  only  our  own  time  has  seen  the  beginning  of  a  technique 
of  cooling  which  may  yet  enable  him  to  conquer  the  tropics 
instead  of  succumbing  to  them  "  (p.  68). 

The  materialistic  and  other  special  interpretations  of  his- 
tory are  effectively  disposed  of  as  follows: 

It  is  reasonable  to  suppose  that  men's  attitudes  and  actions  de- 
pend most  on  what  most  worries  them.  When  they  worry  chiefly 
about  what  the  Unseen  will  do  to  them,  the  course  of  society  will  be 
most  affected  by  developments  in  the  field  of  religion.  When  they  lie 
awake  for  fear  their  property  or  their  lives  will  be  taken,  their  atti- 
tude toward  ever3rthing  will  depend  on  how  it  is  related  to  the 
security-furnishing  organization,  i.  e.,  the  State.  When  their  su- 
preme anxiety  is  where  the  next  meal  is  coming  from,  they  will  be  for 
everything  that  promises  to  promote  economic  success  and  against 
ever3rthing  which  appears  to  hinder  it.  As  soon  as  one  worry  is 
soothed  it  ceases  to  shape  the  course  of  history  and  some  other 
supreme  worry  takes  charge. 

Whether  the  book  is  great  enough  to  dominate  the  minds  of 
sociological  students  and  determine  the  character  and  scope 
of  sociology  in  the  future,  remains  to  be  seen.  It  lacks  one 
quality  which  such  a  book  ought  to  possess.  It  is  not  con- 
vincing. Those  who  already  take  Ross's  point  of  view  will 
read  it  with  unmixed  delight  and  complete  agreement.  Those 
who  take  a  different  point  of  view  will  read  it  with  mingled 
dehght  and  irritation,  and  with  only  partial  agreement. 
There  is  no  such  logical  and  consistent  Une  of  reasoning  sup- 
ported by  ample  evidence  as  should  force  conviction  upon 
those  not  already  convinced.  The  book  will  serve  admirably 
as  a  thought  provoker  in  the  class  room;  but  a  great  and 
masterful  treatise  should  do  more  than  this. 

T.  N.  Carver. 
Habvard  UmvEBsmr. 
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ROCHE-AGUSSOL'S   PSYCHOIX)GIE    fiCONOMIQUE 
CHEZ  LES  ANGLO-AMfiRICAINS  ^ 

Opportunity  is  given  by  these  volumes  to  view  the  whole 
contribution  of  English  and  American  ''psychological" 
economists  through  the  eyes  of  a  young  French  scholar, 
admirably  schooled  in  economics  imder  Professor  Rist  and 
trained  further  in  law  and  social  philosophy. 

Who  are  the  psychological  economists  ?  No  less  than  three 
fairly  distinct  movements  in  economic  theory  may  be  called 
p^chological.  The  contributions  of  the  marginal  utiUty  an- 
alysis—  by  Jevons,  the  Austrians  and  others  —  constitute 
one.  Next,  there  is  a  scattered  body  of  criticism  banning 
perhaps  with  Knies,  directed  against  the  individualist,  he- 
donist, "  self-interest"  psychology  of  the  classicals.  Critics  of 
this  type,  having  learned  from  anti-utilitarian  moralists  or 
from  social  psychologists  that  the  hedonist  psychology  is 
inaccurate,  protested  that  economic  theory  based  on  it  must 
be  wrong  too,  tho  they  have  never  been  clear  as  to  just  how  it 
might  be  serviceably  revised.  Their  influence,  it  would  ap- 
pear, has  been  more  pronounced  in  the  English  and  German 
speaking  countries  than  in  France.  The  third  psychological 
movement  has  recently  grown  out  of  the  second.  This 
school,  without  disputing  seriously  the  marginal  analysis, 
which  takes  people's  economic  wants  for  granted,  attempts  to 
develop  by  psychological  methods  a  body  of  positive  theory 
to  show  why  wants  are  what  they  are,  and  how  they  may  be 
better  adapted  to  external  nature.  Some  writings  of  Taussig, 

>  Mfturioe  Roche-AguMoI:  (1)  La  Psyohologie  £oonoinique  ohei  lea  Anglo- Am6ri- 
oains,  pp.  407,  1018;  (2)  fitude  Bibliographique  dea  Sourcee  de  la  Psycholosie  £co- 
iKMnique  ohea  lea  Anglo-Aniftrioains,  pp.  127,  1919.  Paris,  I>on  Tenin. 
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Hobson,  J.  M.  Clark,  Parker,  and  even  Carver,  are  tentative 
efforts  in  this  direction. 

Which  of  these  trends  is  reflected  in  Dr.  Roche-AgussoPs 
Psychologie  Sconomiqy^e  f  He  takes  no  account  of  the  third; 
and  he  attempts  to  deal  with  the  first  two  groups  we  have 
mentioned  as  a  unit.  He  is  a  marginal-utility  enthusiast, 
quite  in  the  spirit  of  Jevons  and  the  American  "  psychological 
school"  of  Fetter  and  Fisher,  and  a  good  part  of  his  work 
details  the  triumphs  of  this  analysis  over  the  classicals. 
Sometimes  he  speaks  of  pure  economics  as  if  it  were  the  same 
thing  as  psychological  economics.  Yet  he  seeks  all  along  to 
show  that  social  psychology,  challenging  the  individualist, 
hedonist,  determinist,  optimist  psychology,  and  philosophy 
of  the  classicals,  has  led  to  important  modifications  of  eco- 
nomic theory.  To  this  end  he  draws  elaborately  on  American 
and  French  sociologists,  and  among  economists  especially  on 
J.  B.  Clark  (who  seems  best  to  typify  for  him  the  psy- 
chological economist)  for  suggestions  on  moral  forces,  custom, 
the  organic  constitution  of  society.  Clark  in  turn  had  drawn 
from  tiiese  same  sociologists  —  Dewey,  Baldwin,  Giddings, 
and  the  rest,  as  well  as  from  the  German  historical  school. 

But  how  far  in  the  end  did  Clark's  social  psychology  get 
him  from  Jevons,  who  held  the  most  thoro-going  hedonist 
views  ?  Dr.  Roche-Agussol  does  not  meet  Bohm-Bawerk's 
protest  that  the  modem  theory  of  value  is  foimded  on  objec- 
tive facts  of  choice,  shown  by  price  offers,  and  not  on  any 
special  peychological  explanation  of  choice.  He  does  not  even 
realize,  apparently,  that  there  is  any  question  about  the 
dependency  of  the  former  on  the  latter.  His  pure  economics 
(marginal  analysis  of  value  and  distribution)  therefore  spins 
out  just  as  it  would  on  hedonist  premises  —  very  com- 
petently too  —  and  his  sociological  interpretations  and 
criticisms  get  him  nowhere  in  positive  economic  theory.  The 
proof  of  this  judgment  is  that  he  draws  indifferently  on  Je- 
vons, Clark,  Fisher,  Edgeworth,  Wicksteed,  for  his  "  p^- 
chological"  economics,  whose  contributions  are  undisturbed 
by  the  sociological  excursions  into  Tarde,  Dewey,  Bergson 
and  others. 
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With  these  indications  of  the  author's  trend,  we  may 
glance  at  the  list  of  authors  in  his  tUvde  Bibliographique;  it 
helps  to  characterise  his  main  critical  work.  First  there  is  a 
group  of  psychologists  and  sociologists,  evidently  those  he 
considers  most  important  in  the  matter :  James,  Dewey,  Bald- 
win, Giddings.  The  omission  of  McDougall  is  imaccountable. 
Then  a  group  of  American  economists:  J.  B.  Clark,  Carver, 
Patten,  Walker,  Hawley,  Taussig,  Fisher,  Fetter,  Tuttle, 
Veblen,  J.  M.  Clark.  The  English  group  is  Jevons,  Marshall, 
Wicksteed,  Smart,  and  Hobson.  Biographical  notes  are  given 
on  most  of  these  men,  and  their  productions  are  briefly  sum- 
marized and  related.  Of  course  Davenport,  B.  M.  Anderson 
(whose  standpoint  is  very  similar  to  that  of  Dr.  Roche- 
Agussol),  Cannan  and  others  might  well  have  been  included, 
but,  working  at  a  distance,  the  author  has  collected  repre- 
sentative Anglo-American  opinion  on  the  many  aspects 
(utiUty,  value,  distribution,  social  welfare,  philosophical  rela- 
tions) which  are,  for  him,  psychological  economics. 

Turning  now  to  the  principal  work.  La  Psychologie  600- 
nomique,  I  may  say  at  once  it  is  much  more  than  a  rehash. 
The  assessment  of  credit  for  particular  doctrines  to  various 
English  and  American  writers  is  subordinate  to  a  systematic 
treatment  of  the  whole  marginal  economics.  The  author  is 
well  acquainted  with  the  French  and  Austrian  schools,  in- 
cluding the  mathematical  variety,  and  he  is  not  lacking  in 
original  constructive  criticism.  I  regret  I  cannot  do  justice  to 
his  work  in  the  subtleties  of  pure  economics,  wherein  the 
main  excellence  of  the  book  undoubtedly  Ues.  His  figurative 
style  is  pleasing,  tho  the  exposition  proceeds  too  much  in  the 
abstract,  imrelieved  by  specific  illustrative  applications.  The 
philosophical  relations  brought  out  all  along  —  on  just 
price,  for  example  —  are  manifold,  often  novel,  and  will  be 
valued  highly  by  msoiy  readers. 

The  first  of  the  two  main  divisions  is  devoted  to  ''Funda- 
mental Ideas"  —  method,  utility,  marginal  utility,  cost, 
lE^thesis  of  value,  wealth.  The  second  part  is  "AppUca- 
tions"  —  price,  marginal  theory  in  distribution,  rent,  interest. 

In  the  (diapter  on  method  he  proceeds  from  the  acceptable 
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point  that  value  is  not  fixed  by  past  events  but  is  prospective, 
based  on  the  future,  to  the  Heradeitian,  Bergsonian  position 
that  everything  is  in  flux;  members  of  society  are  constantly 
inventing  and  are  influencing  one  another  by  interplay  of 
minds,  by  imitation.  We  must  abandon  the  individualist, 
mechanist  standpoint  of  the  classical  economists  and  turn  to 
social  psychology. 

The  familiar  reply  is  at  hand  —  how  can  you  foimd  science 
on  indeterminism  ?  Explanation  and  prediction  are  possible 
only  on  the  assumption  that  nature  contains  uniformities 
which  can  be  discovered.  The  author  seems  to  think  the 
mathematical  idea  of  function,  of  mutually  determining 
variables  like  quantity  and  price,  fits  in  with  the  philosophy  of 
spontaneity.  But  it  is  otherwise  if  the  mathematical  formulae 
are  supposed  to  have  any  correspondence  to  real  phenomena. 
The  instance  is  one  among  many  of  his  exaggerated  contrast 
between  the  marginal  and  the  classical  economics,  arising 
from  the  use  of  philosophical  dialectic. 

Fortimately  all  this  does  not  interfere  seriously  with  his 
handling  of  the  marginal  analysis.  The  '^  law  of  substitution" 
is  developed  admirably  and  at  length.  In  general  he  follows 
Fisher  and  Wicksteed  on  value,  calling  in  Clark  wherever 
there  is  a  chance.  He  distinguishes  three  kinds  of  cost  — 
utilization,  acquisition  and  of  production  (Ch.  IV).  The  first 
is  psychic  opportimity-cost  —  the  most  urgent  desire  left 
unsatisfied  —  and  he  beUeves  all  other  costs  reduce  to  this 
rather  than  to  any  kind  of  impleasantness.  The  strength  of  a 
single  desire  is  measured  by  the  proportion  of  the  agent's  re- 
sources it  can  conmiand. 

In  regard  to  the  interplay  of  desires  and  the  judgment  of 
value  he  invokes  the  magic  of  self-realization,  insisting  that  a 
desire  is  a  very  different  thing  from  a  pleasure.  Very  likely; 
but  so  far  as  value  is  concerned,  both  work  out  by  the  familiar 
hedonic  calculus.  Otherwise  how  could  he  use  the  device  of 
infinitesimal  increments  ?  He  knows,  of  course,  that  individ- 
ual men  do  not  juggle  with  such  increments  but  in  the  aggre- 
gate (reference  to  Jevons)  demands  do  show  great  regularity. 
This  fact  should  suggest  a  few  puzzles  to  the  indet^rminist. 
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Individual  '^ spontaneity''  is  just  what  he  would  expect;  but 
where  does  the  regularity  of  the  averages  eome  from  ? 

In  the  discussions  of  distribution  we  find  Clark's  influence 
most  marked;  hence  little  consideration  of  several  important 
questions  in  economic  psychology.  Specific  productivity  is 
the  key;  he  shows  that  the  device  of  increments  renovates  the 
Austrian  theory  of  gross  imputation;  but  he  fails  to  criticize 
the  ethical  pretensions  of  Clark's  formula.  Carver  would  be  a 
safer  guide,  sa3ring  as  he  does  that  the  f imction  of  a  high  price 
is  to  induce  people  to  increase  scarce  and  h^bly  useful  serv- 
ice. Here  also  there  is  exaggeration  of  the  contrast  between 
marginal  and  classical  doctrines  —  solidarity  opposed  to  con- 
flicty  and  so  on. 

The  analysis  of  rent  is  devoted  chiefly  to  the  psychological 
surpluses  in  labor,  in  saving,  and  in  consumption;  but  no  at- 
tempt is  made  to  appraise  their  significance  in  the  light  of 
socialist  proposals.  What  would  be  the  effect  on  the  supply 
and  organization  of  capital  and  labor,  if  everyone  were  given 
a  nearly  imiform  subsistence,  '^  appropriate  to  a  civilized 
being?'''  What  is  the  motivation  in  inheritance,  trade- 
marks, titles  ?  What  institutional  changes  does  the  nature  of 
motives  make  possible  and  desirable  for  larger  welfare  ?  In 
such  questions  Dr.  Roche-Agussol,  like  a  good  pure  econ- 
omist, is  apparently  not  interested.  If  he  were,  it  is  unlikely 
that  his  indeterminist,  speculative  social  psychology  of 
twenty  years  ago  would  go  far  toward  solving  the  problems. 
The  objective,  biological,  mechanistic  psychology  of  the 
laboratories  —  sometimes  called  "behaviorist "  —  tho  it  be 
nearer  to  old-fashioned  associationist-hedonism,  is  better  cal- 
culated to  lead  to  a  real  science  of  wants,  a  real  philosophy 
of  society. 

Z.  C.  Dickinson. 

XJNivsBsrrT  of  Minnesota. 


WEBB'S  HISTORY  OF  TRADE  UNIONISM  ^ 

Nearly  thirty  years  have  elapsed  smce,  in  the  original 
edition  of  this  book,  Mr.  and  Mrs.  Webb  conquered  a  hitherto 
unsurveyed  desert  for  economic  science;  and  it  is  not  too  much 
to  say  that  their  book,  in  the  interval,  has  become  the  foimda- 
tion  upon  which  all  subsequent  investigators  have  had  to 
build.  The  new  edition  is  almost  a  new  book;  for  the  two 
hundred  and  fifty  pages  which  deal  with  the  history  of  the  last 
generation  give  a  new  perspective  to  what  has  gone  before. 
The  new  book  has  all  the  qualities  of  the  old  —  the  same 
monumental  grasp  of  detail,  the  same  ability  to  hew  the  way 
from  massive  bodies  of  fact  to  equally  massive  generalization, 
the  same  unique  insight  into  the  meaning  of  economic  institu- 
tions. If  there  is  a  certain  triumphant  note  in  the  pages,  it  is, 
after  all,  not  unpardonable;  for  the  advance  Mr.  and  Mrs. 
Webb  have  to  record  is  in  no  small  part  of  their  own  making. 
No  one  can  study  the  history  of  labor  since  1890  without  the 
sense  that  Mr.  and  Mrs.  Webb  have  been  the  midwives  of 
ideas  that  otherwise  could  hardly  have  been  bom;  and  if 
there  is  a  maturity  about  the  ideas  and  structure  of  British 
trade  unionism  not  unfairly  to  be  described  as  absent  from 
the  American  movement,  it  is  largely  because  their  books 
have  made  possible  the  emergence  of  an  organized  body  of 
thought  such  as,  at  least  upon  this  subject,  no  other  country 
can  claim. 

In  several  senses,  the  history  of  British  trade  unionism 
since  1890  is  one  of  hardly  chequered  progress.  Even  the 
seeming  defeats,  as  in  the  Taff  Vale  and  Osborne  judgments, 

1  A  History  of  Trade  Unionisnt.  By  Sidney  and  Beatrice  Webb.  Reviaed  edition. 
New  York,  Longmans.  Green  aiul  Co.,  1020. 
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have  been  masked  victories;  for  the  one  led  to  the  formation 
of  the  Labor  party  proper,  and  the  other,  by  leading  to  the 
payment  of  members,  democratized  a  career  which  otherwise 
must  largely  have  remained  the  peculiar  appanage  of  a 
leisured  class.  Yet  it  is  the  great  merit  of  Mr.  and  Mrs. 
Webb's  book  that  they  do  not  seek  to  conceal  the  defects  of 
British  labor;  and  these  defects  have  a  special  importance 
when  it  is  realized  how  large  a  part  the  trade  unions  of  today 
will  [day  in  the  industrial  organization  of  tomorrow.  Granted 
an  increase  in  numbers  which,  in  1894,  would  have  seemed 
impossible;  granted  also  an  amazing  growth  of  self-respect 
whidi  has  ended  that  period  of  dependence  upon  liberalism 
whidi  is  still  typical  of  a  handful  of  the  older  officials; 
granted,  finally,  an  eagerness  to  end  the  criminal  waste  in- 
volved in  unnecessary  jurisdictional  conflicts  —  it  still  re- 
mains true  that  the  labor  movement  has  serious  problems  to 
face  before  it  can  hope  fully  to  utiUze  the  resources  at  its 
disposal. 

It  has  still,  broadly  speaking,  to  realize  the  significance  of 
expertize.  A  movement  so  vast,  which  depends  upon  a  knowl- 
edge so  technical  in  its  nature,  cannot  afford  to  starve  its 
officials  or  to  imderstaff  its  offices.  Yet  it  must  be  confessed 
that  few  of  the  unions  have  so  far  grasped  the  significance  of 
this  issue.  The  officials  of  a  great  trade  imion  are  not  less  a 
genuine  civil  service  than  the  officials  of  a  modem  govern- 
ment. They  have,  often  enough,  the  life  of  the  community  in 
their  hands.  Yet  there  are  many  aspects  of  their  work  in 
which  they  are  lamentably  served.  In  information  and 
publicity,  in  that  saving  of  time  which  comes  from  the  proper 
use  of  subordinates  for  imimportant  tasks,  they  have  much  to 
learn.  The  difficulty  of  course  is  to  keep  them  occupied  only 
with  fundamental  business  and  at  the  same  time  to  prevent 
that  separation  from  the  rank  and  file  which  is  the  root  of 
labor's  profoimdest  suspicions.  The  difficulty  is  clearly  sur- 
mountable in  the  case  of  men  of  the  mind  and  temper  of  Mr. 
Robert  Smillie;  but  it  has  still  to  become  characteristic  of  the 
movement  as  a  whole. 

Allied  to  this  problem  is  the  proper  use  of  external  assist- 
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ance.  Here,  it  must  be  admitted^  labor  has  still  to  lose  a 
doubt  of  the  brainworker  which  deprives  it  of  valuable  aid. 
In  the  larger  economic  issues  which  it  confronts,  more  than 
half  its  problem  consists  in  convincing  public  opinion  that  its 
case  is  just;  yet  the  obvious  assistance  to  persuasion  is  largely 
neglected.  Occasionally  a  distinguished  mind  like  that  of  Mr. 
Cole  will  win  an  exceptional  degree  of  confidence;  and  the 
magnificent  way  in  which  the  railway  unions  stated  their 
case  in  the  strike  of  1919  is  testimony  and  to  spare  of  its 
value.  But  there  is  not  enough  eagerness  to  take  advantage  of 
the  intellectual  training  which  the  changing  social  penumbra 
has  placed  at  labor's  disposal.  This  is  perhaps  most  strikingly 
apparent  on  the  political  side.  The  average  labor  party  in  a 
constituency  still  seems  to  prefer  the  local  trade  union  secre- 
tary whom  its  members  have  known  all  their  lives  than  a 
really  distinguished  aympathizer  who  does  not  happen  to 
have  local  affiliations.  The  result  is  written  large  in  the 
quality  of  the  labor  party  in  Parliament;  for,  to  put  it 
blimtly,  apart  from  an  occasional  speech  by  Mr.  Thomas  or 
Mr.  Clynes,  there  is  no  labor  member  whose  parliamentary 
technique  is  equal  to  that  of  the  leaders  of  the  liberal  or  con- 
servative forces.  It  is  true,  indeed,  that  care  must  be  exer- 
cised to  prevent  the  party  being  the  instrument  for  fulfilling 
the  debating  ambitions  of  Oxford  and  Cambridge.  But  a 
much  more  close  affiliation  between  hand  and  brain  workers 
must  be  effected  if  the  party  is  to  be  successful  in  the  House  of 
Commons. 

Hardly  less  important  is  the  question  of  joint  industrial 
action.  Here,  indeed,  a  great  experiment  has  been  made;  and 
a  still  greater  is  to  come.  The  ** Triple  Alliance"  of  miners, 
railwa3rmen  and  transport  workers  is  a  solid  realization  of  the 
necessity  of  unifying  the  forces  of  labor,  and  it  has,  so  far,  had 
a  not  imdistinguished  history.  And  there  is  now  being  set  up 
a ' '  general  staff ''  which  will  integrate  the  unions  as  a  whole  in 
a  way  which  neither  the  Parliamentary  Conmiittee  nor  the 
General  Federation  of  Trade  Unions  has  been  able  to  do.  Yet 
not  a  little  of  wastage  remains.  Jurisdictional  disputes  are 
still  lamentably  numerous.    Strikes  such  as  the  present 


BBVIEW8  163 

printer's  strike  in  the  North  diow  how  little  thinking  has 
been  done  by  the  unions  upon  really  basic  problems  like  the 
relation  of  skilled  wages  to  those  of  the  semi-skilled.  No 
unified  attitude  upon  conditions  of  entrance  to  the  trade 
seems  likely  of  achievement  in  the  near  future.  Few  unions 
sit  down  to  think  out  their  relation  to  the  foreman  in  a  given 
works;  with  the  result  that  the  electrical  trades  are  in  the 
nddst  of  a  national  lock-out  upon  a  spasmodic  instance  which 
the  public  inevitably  regards  as  a  quarrel  over  a  minor  issue 
instead  of  a  large  question  of  principle.  So,  too,  in  regard  to 
the  problem  of  the  unit  of  industrial  unionism.  The  local 
branch  is  based  rather  upon  residence  than  upon  place  of 
work;  and  with  the  increasing  size  of  factories,  with  the  con- 
sequent growth  of  shop  stewards,  it  is  inevitable  that  in  many 
cases  it  shpuld  have  become  obsolete.  Yet  it  is  also  clear 
that  within  the  ranks  of  unionism,  too  little  provision  is  made 
for  thinking  upon  this  type  of  question.  Men  like  Mr. 
Straker  of  the  Miners,  like  Mr.  Tom  Mann  of  the  Engineers, 
show  a  real  sense  of  its  importance;  but,  taken  by  and  large, 
the  main  bulk  of  thought  has  oome  from  interested  observers 
like  Mr.  Webb  and  Mr.  Cole.  And  even  an  obvious  body  like 
the  Labor  Research  Department,  which  is  capable  of  under- 
taking the  needed  work,  is  only  half-heartedly  supported  by 
the  movement. 

The  problem  of  * '  Direct  Action  "  is  dealt  with  very  f  uUy  by 
Mr.  and  Mrs.  Webb  in  these  chapters,  and  they  write  of  it 
with  an  understanding  and  an  insight  which  are  alike  incom- 
parable. Direct  action  over  a  distinctly  industrial  issue  is 
now  an  accepted  conmionplaoe.  The  more  difficult  question 
is  the  use  of  industrial  power  for  political  ends.  British  labor, 
for  example,  has  recently  prevented  the  government  from  em- 
barking upon  a  war  with  Russia  by  the  threat  of  a  general 
strike.  The  problem  of  war  is,  periiaps,  a  question  apart; 
certainly  there  must  be  few  observers  not  willing  to  admit 
that  in  the  recent  issue  labor  was  closer  than  the  government 
to  the  sense  of  the  community.  But  general  strikes  have  been 
urged  on  narrower  issues,  like  the  treatment  of  Ireland  and  the 
nationalization  of  mines.  What  is  the  validity  of  such  action? 
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Clearly  enough,  it  is,  if  reeisted,  tantamount  to  a  revolution- 
ary act;  for  no  government  could  maintain  its  authority  if  it 
was  unable  to  maintain  a  policy  it  deemed  itself  elected  to 
secure.  And  the  issue  is  peculiarly  complex  in  a  coimtiy 
where  all  men  and  most  women  are  entitled  to  vote.  More 
moderate  unionists,  like  Mr.  Tliomas,  believe  that  direct  ac- 
tion for  political  purposes  is  justifiable  only  when,  as  with  the 
recent  case  of  Russia,  the  government  seems  anxious  to  force 
the  coimtry  into  an  unwanted  war.  Others,  like  Mr.  Smillie, 
seem  to  argue  that  if  the  trade  union  movement  is  largely 
convinced  that  some  definite  object  is  desirable  it  is  justified 
in  resorting  to  direct  action  for  its  accomplishment. 

Mr.  and  Mrs.  Webb  point  out  in  an  admirable  passage 
(p.  669)  how  complex  are  the  motives  from  which  that  belief 
springs.  In  part  it  is  that  will  to  power  which  is  not  char- 
acteristic of  labor  alone  but  of  which,  in  recent  English  his- 
tory, the  Unionist  party  in  Ulster  may  be  said  to  provide  the 
most  remarkable  illustration.  The  vicar  who  refuses  the 
parish  hall  for  a  socialist  meeting  is  exercising  the  same  kind 
of  power  in  a  way  only  leas  crfFensive  because  of  its  smaller 
repercussion.  In  part,  also,  it  is  a  sense,  on  the  part  of  a 
growing  body  of  workers,  that  parliament  is  so  unrelated  to 
their  needs  and  desires,  that  they  must  look  to  their  own 
power  for  their  accomplishment.  At  the  moment  this  is  still 
a  minority  view;  tho  labor  is  on  record  as  contingently  in 
favor  of  direct  action  if  the  present  misgovemment  of  Ireland 
continue.  And  if  it  be  replied  that  trade  unionists  have  votes 
and  can  return  a  labor  government  if  they  so  will,  it  is 
answered  that  the  education  of  the  average  elector  being  in- 
sufficient to  make  him  use  that  vote  effectively,  resort  must 
be  had  to  other  weapons. 

Here,  clearly  enou^,  we  approach  the  dictatorship  of  the 
proletariat;  or  rather,  of  that  section  of  the  proletariat  which 
is  sufficiently  convinced  ot  the  rightness  of  its  purpose  to 
sway  the  indifferent  masses.  It  is  no  easy  theory  to  answer. 
No  one  can  deny  that  the  training  for  citizenship  at  present 
afforded  by  the  British  educational  system  is  largely  ineffec- 
tive and  that  the  significance  of  the  suffrage  thereby  suffers 
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grave  attenuation.  No  one  can  deny,  either,  that  it  is  to  the 
interest  of  a  large  portion  of  the  community  to  impede  educa- 
tional progress  as  long  as  possible;  indeed,  deliberate  hind- 
rances even  to  such  timid  measures  as  the  Fisher  Act  are  not 
undiscoverable.  And  the  prestige  of  Parliament  sinks  lower 
with  every  session.  That  is  not,  indeed,  an  entirely  new  phe- 
nomenon; as  early  as  1898  the  late  E.  L.  Godkin  observed 
with  alarm  the  decline  both  of  the  quality  of,  and  respect  for, 
legislatures.  It  is  becoming  increasingly  apparent  that  the 
only  way  to  appease  the  clamor  for  direct  action  is  by  a 
vastly  improved  educational  system*  on  the  one  hand,  and  a 
thoro-going  revision  of  political  institutions  upon  the  other. 
Mr.  and  Mrs.  Webb  are  inclined  to  doubt  whether  endorse- 
ment of  a  political  general  strike  would  be  had.  But  it  is 
certain  that  the  channels  through  which  majority  rule  makes 
its  way  must  be  effectively  revised  if  direct  action  is  not  to 
become  a  normal  weapon  of  labor. 

And  revised  in  a  particular  direction.  The  most  important 
pages  of  Mr.  and  Mrs.  Webb's  book  are  those  in  which  they 
record  the  growing  demand  of  the  labor  movement  for  the 
elimination  of  the  capitalist  profit-maker.  "To  the  new 
school  of  Trade  Unionists,"  they  write  (p.  673)  "the  nation- 
alization or  municipalization  of  industry,  or  its  assumption  by 
consumers'  cooperation,  is  a  necessary  preliminary  to  the 
partnership  of  Labor  in  its  government."  Of  this  there  can  be 
no  question;  and  things  like  the  evidence  as  to  waste  and  mis- 
management produced  before  the  Coal  Industry  Commission 
of  1919  have  convinced  even  conservative  thinkers  that  the 
day  of  the  old  capitalism  is  done.  With  that  view,  of  course, 
Mr.  and  Mrs.  Webb  are  in  complete  sympathy;  and  they 
look  to  its  triumph  in  part  through  the  growth  of  tr^e  union 
strength,  in  part  by  the  conquest  of  the  electorate  by  the 
Labor  party.  That  ultimately  they  are  right,  is  becoming 
more  and  more  the  view  of  most  detached  observers.  Sociol- 
ogists like  Mr.  Graham  Wallas,  administrators  like  Lord 
Haldane,  economists  like  Mr.  R.  H.  Tawney,  have  all  given 
utterance  to  their  conviction  on  this  issue.  What  must  strike 
the  outsider  is  the  relatively  small  amount  of  thinking  upon 
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the  problems  of  organisation  involved  in  this  vision.  The 
most  fashionable  creed  at  the  moment  is  guild  socialism;  and 
the  attractiveness  of  its  appeal  and  the  ability  with  which  it  is 
argued  are  alike  unquestionable.  Yet  most  who  examine  the 
literature  of  guild  socialism  will  be  a  little  baffled  at  its  reti- 
cence upon  such  vital  questions  as  the  fixation  of  price,  the 
procurement  of  capital,  the  maintenance  of  discipline,  the 
retention  of  final  control  in  the  community  as  a  whole.  The 
nature  of  social  organisation  is  surely  more  complicated  than 
the  leaders  of  labor  intellectualism  would  have  us  imagine, 
and  the  economic  federalism  for  which  they  stand  sponsor 
will  have  to  penetrate  further  into  the  masses  of  their  fol- 
lowers, and,  what  is  even  more  important,  become  more 
genuinely  related  to  the  facts  of  psychology  and  the  inescap- 
able technique  of  administration,  before  it  becomes  a  program 
capable  of  practical  appeal. 

This  perhaps  overemphasizes  the  difficulties  a  study  of  Mr. 
and  Mrs.  Webb's  book  must  suggest;  or,  rather,  its  perspec- 
tive is  wrong  by  the  absence  of  the  admirable  qualities  they 
have  to  record.  An  observer  of  British  labor  today  would,  I 
suggest,  be  impressed  at  its  solid  idealism  and  singular  adap- 
tability;  and  he  would  note  that  it  is  in  precisely  these  quali- 
ties that  its  opponents  are  most  profoundly  wanting.  He 
would  note,  further,  that  it  is  today  the  one  party  in  the 
state  with  a  program  which  goes  beyond  the  improvisation  of 
crises  into  temporary  legislation,  that  it  is  the  one  party  which 
exercises  a  consistent  hold  upon  the  imagination  of  the 
younger  generation.  It  has  energy,  it  has  ability,  it  has 
enthusiasm.  That  its  future  will  be  chequered  by  disillusion 
and  error  no  one  can  doubt.  But  it  is  not  the  least  splendid 
part  of  Mr.  and  Mrs.  Webb's  History  that  no  one  can  read 
its  record  without  a  sense  that  it  is  the  preface  to  a  destiny 
even  more  remarkable  than  its  own  striking  past. 

Harold  J.  Laski. 

London  School  of  EcoNoiacs 
AND  Political  Sciencb. 
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THE  BRITISH  FINANCE  ACT,   1920 

The  British  Finsoice  Act,  1920  (approved  August  5th),  is  of 
interest  in  several  respects.  Perhaps  the  most  striking  feature 
is  the  repeal  of  the  Land  Value  Duties;  nothing  of  the  experi- 
ment remains  except  the  Mineral  Rights  Duty.  These  taxes, 
introduced  eleven  years  ago  by  Mr.  Lloyd  George  as  Chan- 
cellor of  the  Exchequer  against  fierce  opposition,  are  now 
abandoned  with  few  expressions  of  regret,  and  the  sums  paid 
by  taxpayers  are  to  be  returned  to  them  on  application.  Mr. 
Asquith  and  many  other  members  of  the  House  still  maintain 
that  the  principle  of  land  values  taxation  is  admirable,  but 
these  particular  duties  are  generally  admitted  to  be  unwork- 
able. In  fact  no  Undeveloped  Land  Duty  has  been  assessed 
since  1914,  and  legislation  of  a  highly  technical  character 
would  have  been  required  to  revive  this  and  the  other  duties 
as  well. 

Strange  to  say,  there  seems  to  have  been  no  mention  in  the 
Parliamentary  debates  of  a  defect  in  the  increment  duty  that 
must  of  late  have  been  very  serious  —  that  is,  its  failure  to 
make  provision  for  illusory  increments  due  merely  to  a  decline 
in  the  purchasing  power  of  money.  The  Chancellor  did  men- 
tion the  difficulties  that  the  Valuation  Department  met  on 
account  of  highly  fluctuating  and  imstable  values,  but  said 
nothing  of  the  predicament  of  a  landowner  called  on  to  pay  a 
twenty  per  cent  tax  on  an  increase  in  money  valuation  un- 
accompanied by  an  increase  in  tax-paying  ability. 

Up  to  March  31, 1920,  the  total  jrield  of  the  three  duties  re- 
pealed (Increment  Duty,  Reversion  Duty,  and  Undeveloped 
Land  Duty)  was  £1,329,000;  the  total  cost  of  collection,  in- 
cluding the  cost  of  valuation  of  the  land,  was  stated  as  £5,000,- 
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000.  This  takes  no  account  of  solicitors'  fees  and  other  private 
expenses  of  the  taxpayers.^  On  the  other  hand  the  Valuation 
Department  is  stated  to  have  saved  over  £1,000,000  for  local 
authorities,  in  connection  with  land  purchases  for  housing 
schemes.  On  accoimt  of  the  assistance  the  department  is 
occasionally  able  to  render  to  other  branches  of  government 
it  is  not  to  be  disbanded,  but  will  be  used  in  connection  with 
possible  future  taxes  and  revisions  of  local  rates.  The  pro- 
visions of  law  requiring  all  agreements  of  lease  or  transfer  of 
real  estate  to  be  submitted  to  the  Conunissioners  of  Inland 
Revenue  for  record  are  still  retained;  the  comprehensive  valu- 
ation of  all  the  land  in  the  United  Kingdom  is,  however,  left 
uncompleted. 

Of  far  more  practical  importance  are  the  changes  made  m 
Income  Tax.  Altho  the  government  expressed  its  intention 
to  incorporate  most  of  the  recommendations  of  the  recent 
Committee  into  a  separate  bill  in  the  near  future,  the  only 
changes  proposed  in  the  budget  speech  were  those  relating  to 
differentiation,  graduation,  and  double  taxation  within  the 
empire.  Some  others,  however,  were  added  in  the  course  of 
debate.*  In  all  the  changes  made,  the  Committee's  recom- 
mendations were  very  closely  followed.  Those  that  were  re- 
served for  later  action  were  either  too  detailed  and  difficult  to 
legislate  on  hurriedly,  such  as  the  redefinition  of  taxable  in- 
come, or  else  controversial,  such  as  the  treatment  of  coopera- 
tive societies. 

Earned  incomes  are  given  an  allowance  of  one-tenth,  but 
not  to  exceed  two  himdred  pounds,  to  arrive  at  assessable 
incomes.  Accordingly  the  other  deductions  as  stated  in  the 
law  are  only  nine-tenths  of  the  amoimts  by  which  recipients 
of  earned  incomes  are  actually  relieved.  The  scheme  of 
allowances  is  practically  the  same  as  recommended  by  the 
Committee,  the  allowances  being  deducted,  from  incomes  of 
whatever  size,  for  the  purpose  of  income  tax  but  not  for 
super-tax,  as  follows: 

1  For  an  account  of  Bome  other  drawbacks  of  the  Land  Values  Duties,  aee  an 
article  by  the  present  writer  in  this  Journal  for  Augunt,  1915,  pp.  794  H. 

s  On  the  Committee  recommendations,  aee  the  article  by  Profeoeor  A.  C.  Pigoa  in 
this  Journal  for  May,  1920. 
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ISngle  man  or  widower £135 

Married  couple £225 

plus  an  amount  equal  to  nine-tenths  of  the  wife's  earnings 

but  not  to  exceed  £45. 

Female  relative  taking  charge  €i  children £45 

One  child £36 

Subsequent  children,  each £27 

Dependent  relatives,  each £25 

The  first  £225  of  taxable  income,  after  all  deductions  and 
allowances,  is  subject  to  one-half  the  standard  rate  of  tax, 
which  is  six  shillings.  Super-tax  appUes  in  addition  to  in- 
comes over  two  thousand  poimds,  at  rates  varying  from  Is. 
6d.  to  68.,  the  last  rate  applying  to  the  excess  over  £30,000. 
This,  by  the  way,  is  6d.  hi^er  than  the  rate  recommended  by 
the  Committee. 

If  income  is  subject  to  taxation  both  by  the  United  Kingdom 
and  by  some  dominion  or  possession  of  the  empire,  the  do- 
minion tax  may  be  offset  against  the  British  tax  up  to  one-half 
the  amount  of  the  British  tax.  British  subjects  residing  abroad 
are  now  entitled  to  the  same  fraction  of  the  deductions  and 
allowances  as  their  incomes  subject  to  British  income  tax  are 
of  their  total  incomes. 

Besides  the  changes  just  mentioned,  minor  changes  were 
made  in  the  allowance  for  insurance  premiums;  and  income 
from  scholarships  at  educational  institutions  was  made  wholly 
exempt  from  tax.  The  effect  of  all  the  amendments  will  be  to 
reduce  the  nimiber  of  income  taxpayers  from  3,700,000  to 
2,450,000,  and  to  cut  down  the  revenue  by  a  small  amount. 
Inasmuch  as  the  greatest  relief  is  granted  to  married  couples, 
especially  those  with  children,  and  as  the  rates  in  general  are 
much  more  regular  in  their  increase,  this  part  of  the  Finance 
Act  has  met  with  almost  universal  approval.  It  will  be  ob- 
served that  even  now  the  British  tax  is  much  heavier  on  small 
incomes  and  lighter  on  large  ones  than  the  American  tax  is. 

Other  features  of  the  Finance  Act  that  were  not  so  popular 
were  the  temporary  retention  of  the  excess  profits  duty  at  a 
higher  rate  (60  per  cent)  and  the  introduction  of  a  new  and 
presumably  permsoient  corporation  profits  tax.   The  high  rate 
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of  the  excess  profits  duty  is,  however,  offset  by  increased  allow- 
ances on  account  of  additions  to  capital  and  on  account  of  the 
personal  activities  of  stockholders  and  directors,  and  also  by 
increased  exemptions  for  small  concerns.  A  small  deduction 
is  now  permitted  for  charitable  contributions. 

The  corporation  profits  tax  is  imposed  on  concerns  with 
limited  liability  engaging  in  trade  or  business,  including  in- 
vestment. It  is  equal  to  5  per  cent  of  the  profits  or  income  in 
excess  of  £500,  but  not  over  10  per  cent  of  the  amoimt  left 
after  paying  interest  and  fixed  dividends  on  bonds  and  pre- 
ferred shares.  It  is  concurrent  with,  not  additional  to,  the  ex- 
cess profits  duty,  and  is  expected  to  yield  £50,000,000  annually 
after  the  later  is  repealed.  This  tax  is  regarded  as  a  compen- 
sation for  the  super-tax  on  partnerships  and  individuals. 

RUFUS  S.  TUCKBB. 

Habvabd  UiayBBsnT. 
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THE  ECONOMIC  AND  FINANCIAL  POSITION 

OF  FRANCE  IN  1920 » 

SUMMARY 

The  political  and  social  situation  in  France  at  the  end  of  1920, 175.  — 
AH  daaseB  dissatisfied,  177.  —  A  social  or  pohtical  revolution  improb- 
able, 178.  —  The  critical  economic  position:  agriculture,  steel,  coal  pro- 
duction, 180.  —  Foreign  trade,  exchanges,  prices,  182.  —  The  financial 
situation  alarming.  —  Public  expenditure  and  public  revenue  dur- 
ing the  war,  185.  —  The  public  debt,  191.  —  The  financial  policy  of  the 
administrations  during  the  war  and  since  the  armistice,  191.  —  The 
burden  of  the  taxpayer  in  France,  205.  —  The  future  financial  position 
of  France  depends  on  four  matters:  reduction  of  expenditure,  reduction 
of  the  foreign  debt,  German  reparations,  stabilization  of  the  exchanges, 
206. 

I.  The  General  Situation 

France  has  issued  victoriously  from  the  greatest  war 
of  all  history.  She  has  emerged  greatly  enfeebled  eco- 
nomically. None  of  the  belligerent  nations  spilt  as 
much  blood  as  France.  France  has  a  population  of  39 
millions;  the  dead  number  almost  1,500,000  and  the 
mutilated  and  seriously  wounded  exceed  that  number. 
No  other  coimtry  imderwent  the  terrible  and  systematic 
devastation  which  laid  waste  the  North  and  East  of 
France  —  the  richest  regions,  industrially  and  agricul- 
turally. 

1  TrMisl»ted  by  Herbert  FMa. 
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On  Armistice  Day,  November  11,  1918,  the  financial 
situation  was  very  grave.  The  war  was  the  chief  cause 
of  the  situation;  but  a  bad  policy  of  public  finance 
played  its  part  also.  That  situation  has  grown  steadily 
worse  since  November  11,  1018;  the  poor  financial 
management  of  the  French  government  is  one  of  the 
reasons.  I  will  retiun  to  that  subject  later  on. 

The  selfishness  of  the  Allies  is  another  reason,  no  less 
certainly.  The  financial  assistance  which,  in  exchange 
for  sacrifices  of  men,  the  Allies  gave  France  while  hos- 
tilities were  on,  was  stopped  abruptly.  Each  coimtry 
looked  out  for  itself.  Once  the  common  peril  had  passed 
and  victory  was  assured,  each  power  sought  to  make 
the  greatest  possible  profit  from  the  victory,  and  to 
take  upon  itself  the  smallest  possible  share  of  the 
financial  burden  which  had  been  incurred  for  the  safety 
of  all.  National  selfishness,  which  all  but  led  to  mili- 
tary defeat  during  the  war,  governed  the  course  of  events 
after  1918;  it  still  prevails.  France  has  suffered  and  now 
suffers  terribly  from  that  political  selfishness,  as  well  as 
from  the  military,  economic,  and  financial  isolation  to 
which  the  Allies  have  left  her  since  the  end  of  1918. 

Almost  alone  France  keeps  guard  over  the  Rhine,  and 
uses  thus  many  thousands  of  men  who  could  be  carrying 
on  the  work  of  peace. 

The  treaty  of  Versailles  rightly  put  upon  conquered 
Germany  the  whole  of  the  costs  of  restoration ;  but  up  to 
the  present  France  has  received  nothing.  She  alone  is 
financing  the  formidable  work  of  restoration  of  the 
regions  devastated  by  war.  Besides  this,  she  has  to 
"finance"  Germany,  to  act  as  banker  to  Germany  in 
order  to  obtain  a  part  of  the  coal  which  Germany  is 
obligated  to  deUver  to  her  by  the  treaty  of  Versailles. 
That  is  not  all.  Because  her  coal  mines  were  syste- 
matically destroyed  by  the  Germans,  France  is  com- 
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pelled  to  buy  a  great  amount  of  coal  from  England.  The 
British  government,  taking  advantage  of  this  urgent 
need  and  of  the  fact  that  she  has  practically  a  monopoly, 
has  imposed  heavy  charges  upon  coal  exports;  thus  the 
French  consumers  are  made  to  carry  a  considerable  part 
of  the  financial  burdens  of  England. 

Due  to  this  combination  of  causes,  French  exchange 
has  declined  greatly  with  reference  to  the  dollar,  the 
pound  sterling,  the  Swiss  franc,  the  Spanish  peseta.  At 
the  same  tune  her  financial  burdens  —  public  and  pri- 
vate—  have  become  much  heavier,  and  her  public 
e]q)enditures  have  greatly  increased. 

Despite  everything,  the  political  and  social  situation 
has  been  quieter  than  that  of  most  of  the  states  of 
Europe.  There  is  not,  at  this  time  (October,  1020),  any 
sign  of  political  revolution  or  serious  social  distxurbances 
upon  the  horizon. 

That  does  not  mean  that  the  French  are  satisfied. 
Far  from  that.  The  end  of  the  war  was  the  beginning  of 
a  period  of  disillusionment  for  all  classes.  Among  the 
possessing  classes  the  hope,  which  M.  Clemenceau's 
administration  took  pains  to  sustain,  that  the  treaty  of 
peace  would  bring  a  remedy,  that  it  would  make  con- 
quered Germany  pay  the  costs  of  the  war,  has  met  with 
disappointment;  each  day  it  grows  less.  The  treaty  of 
Versailles  proclaims  clearly  the  principle  of  German 
responsibility,  but  it  does  not  offer  the  means  of  realizing 
that  responsibility  in  practice.  And  the  non-payment 
by  Germany  means  heavier  and  still  heavier  taxes  for 
the  French  tax  payer.  That  is  the  fearful  prospect 
which  explains  the  present  state  of  imrest  in  France  and 
the  disagreements  with  England  which  occasionally 
arise.  That  power  does  not  seem  to  imderstand  the 
reasons  for  the  firm  attachment  of  the  French  govern- 
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ment  to  the  treaty  of  Versailles.  That  attachment  — 
even  if  it  can  be  criticized  —  represents  the  feeling  of  the 
majority  of  the  people.  These  disagreements  do  not  af- 
fect the  Entente,  which  the  immense  majority  of  French- 
men stoutly  uphold  as  the  safeguard  of  the  world's  peace. 

The  disillusionment  of  the  working  classes  is  no  less 
real;  the  consumption  taxes  levied  in  Jime,  1920  have 
led  to  a  further  increase  in  the  cost  df  Uving.  Further- 
more, the  promises  aflSrmed  many  times  by  the  rulers  in 
the  coiu'se  of  the  war  to  undertake,  once  peace  was  at 
hand,  an  improvement  in  the  social  condition  of  the 
workers  have  not  been  carried  out;  the  actual  rulers, 
since  the  general  elections  of  November  16,  1019  even 
have  a  strong  reactionary  leaning.  Despite  all  official 
pronoimcements  they  are  striving  to  keep  the  laboring 
class  in  its  pre-war  position,  and  they  are  attempting 
even  to  take  back  some  of  those  rights  which  were  won 
before  or  during  the  war.  Therefore  social  antagonisms 
are  much  more  aroused  than  before  the  war.  The 
'*holy"  imion  is  no  more. 

For  all  that  a  social  or  political  revolution  is  decidedly 
improbable.  That  is  because  the  great  victor  of  the  war, 
the  French  peasant,  is  definitely  opposed  to  it.  The 
blood  of  the  French  peasant  poiured  out  in  streams 
during  the  war.  It  is  this  peasantry  which  represents 
politically  the  greatest  actual  electoral  power. 

In  France,  without  doubt,  the  land  is  more  widely 
parceled  out  than  in  any  other  coimtry  in  the  world. 
That  makes  for  political  and  social  stability.  That  ex- 
plains why  the  French  peasant,  having  become  the 
proprietor  of  land  since  the  revolution  of  1789,  has  been 
conservative  in  poUtical  and  social  affairs.  It  is  never  he 
who,  in  the  course  of  the  nineteenth  century,  has  caused 
revolutions  or  taken  the  lead  in  social  reforms;  he  has 
submitted  to  them  first ;  he  has  profited  from  them  later. 
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At  the  present  time,  the  traditional  conservatism  of  the 
peasant  has  been  increased  by  the  war.  The  profits 
which  the  farmers  have  been  able  to  make  because  of  the 
tremendous  rise  in  the  prices  of  agricultiu*al  products 
have  enabled  them  to  increase  their  holdings,  to  free 
their  lands  of  the  mortgages  wUch  burdened  them.  The 
class  of  small  landed  proprietors  is  more  powerful  than 
ever.  Its  representatives  who  are  in  the  majority  in 
both  Houses  of  Parliament  have,  up  to  the  present, 
made  use  of  that  power  to  gain  valuable  financial  ad- 
vantages (a  guaranteed  price  for  wheat)  and  to  enable 
this  class  to  escape  from  carrying  an  equitable  share  of 
the  taxes  imposed  to  meet  the  financial  costs  of  the  war. 
Furthermore,  the  propertied  classes  have  not  missed 
their  chances  of  stimulating  the  conservatism  of  the 
French  peasant,  by  stirring  him  up  against  the  laborer. 
''During  the  period  of  hostilities"  he  has  been  told  time 
and  again  that  ''the  laborers  employed  in  the  mimition 
factories  have  been  sheltered  from  death  and  have  re- 
ceived very  high  wages  while  the  peasant  went  out  to  be 
killed  for  five  sous  a  day.  Now  that  the  war  is  over,  the 
laborer  desires  the  suppression  of  all  private  property, 
08  in  Ru88ia.'' 

The  leaders  of  the  unified  socialist  party  have  made  it 
easier  to  carry  on  that  campaign  by  making  the  most 
clumsy  political  blunders.  They  have  extolled,  or  at 
all  events,  spoken  with  favor  of  the  ways  of  Russian 
Bolshevism  —  communistic,  and  a  repudiator  of  the 
public  debt;  they  have  contemptuously  rejected  all 
political  alliances  with  the  radicals. 

The  peasant  voters,  the  small  bourgeois  holders  of 
Russian  securities,  the  wealthier  upper  middle  class 
were  called  upon  to  make  their  opinions  clear  on  Novem- 
ber 16,  1919.  With  the  aid  of  a  new  electoral  law  which 
favors  the  cause  of  wealthy  candidates,  and  out  of  fright 
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at  Bolshevism — which  was  supported,  Mr.  Clemenceau 
saidy  by  the  socialists  —  a  crushing  beating  was  given 
the  socialists  and  radicals.  The  conservative  party  won 
a  striking  and  unlooked-for  victory 

Due  to  these  various  causes,  the  strikes  undertaken  by 
ttie  workers  in  May,  1920  were  very  harshly  suppressed 
by  the  government,  with  the  support  of  a  great  section 
of  public  opinion.  The  conviction  has  become  deep  in 
the  ranks  of  the  workmen  that  no  radical  change  in  the 
position  of  the  wage  earners  has  a  chance  of  being  suc- 
oessfully  accomplished  at  the  present  time. 

Such,  in  general  outline,  is  the  political  and  social 
position  in  France  at  the  end  of  1020. 


II.  Thb  Economic  PosmoN 

France  faces  an  economic  crisis.  Agricultural  and 
industrial  production  has  fallen  off  greatly  as  compared 
with  the  pre-war  situation.  The  balance  of  trade  is  very 
unfavorable.  The  exchange  value  of  the  franc  has  de- 
preciated greatly. 

The  volimie  of  agricultural  production  is  much 
smaller  than  before  the  war,  as  can  be  seen  by  the  facts 
given  in  the  following  table,  the  items  of  which  may 
serve  as  examples. 

Millions  of  quinUb  or  heotoliten 


Yean 


1913 
1914 
1915 
1916 
1917 
1918 
1919 


Grain 

Potatoea 

Beetroot 

Qreen 
fodder 

for  sugar 

for  fodder 

96.9 

135.9 

59.4 

252.2 

156.2 

76.9 

120.0 

37.5 

198.6 

137.3 

60.6 

94.0 

11.5 

146.6 

111.0 

55.8 

88.0 

19.9 

154.9 

111.1 

36.6 

104.0 

19.7 

165.4 

97.7 

63.6 

65.0 

11.4 

108.2 

83.3 

50.0 

77.0 

10.8 

104.9 

59.6 

Wine 


59.9 
20.4 
36.0 
38.2 
45.0 
51.5 
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Millioii 
Horm  Cows  Figs 

1918 3.1  16  7 

1914 2.1  12  6.9 

1918 2.2  12.8  4 

1919 2.4  12.4  4 

Industrial  production  is  no  less  affected.  At  the  pres- 
ent time  (October  6,  1920)  it  seems  as  if  a  crisis  was 
ahead.  Because  of  the  lack  of  coal  and  coke  many  im- 
portant furnaces  are  extinguished  or  are  only  partly 
employed.  The  amoimts  (in  millions  of  tons)  of  coal  and 
coke  consumed  in  France  bef ore,  during  and  after  the 
war,  are  as  follows: 

Coal 

ATaikbleproduot 
of  the  Frenoh 
YeAn  minM  ImporU  Total 

1918 86.8  18.7  64.6 

1916 16.9  18.8  86.7 

1916 18.2  18.7  36.9 

1917 24.8  16.1  39.9 

1918 22.1  16.9  38.0 

1919 16.9  21.4  87.3 

The  monthly  average  was  about  4.5  millions  in  1913; 
in  1919,  it  was  not  more  than  3.1  millions;  for  the  first 
five  months  of  1920  even  with  the  coal  from  the  Saar,  it 
has  only  been  3.1  millions. 

As  for  coke  before  the  war  the  monthly  average  was 
583,300  tons;  for  the  period  1915-17,  this  monthly 
average  was  220,000;  m  1918, 158,800;  in  1919,  219,540; 
and  for  the  first  five  months  of  1920  it  has  been 
350,000  tons. 

The  production  of  pig  iron  and  of  steel  has  been  as 
follows  (in  millions  of  tons) ; 

Pig  Iron  Steel 

French  French 

Year  production  Imports  production         Importt 

1913 5.2  4.7 

1917 1.4  0.7  2.0  2.2 

1919 2.4  0.1  2.1  1.2 
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For  the  first  five  months  of  1920,  the  production  was 
about  half  the  pre-war  quantity. 

The  critical  position  of  the  ndlroads  is  one  of  the  indi- 
cations as  well  as  one  of  the  causes  of  the  economic  crisis. 
In  1013,  the  daily  average  of  traffic  moved  was  60,700 
loaded  ten-ton  cars;  during  the  war  this  average  fell  to 
50,000;  m  1919  it  ranged  between  29,000  and  36,000. 
The  daily  average  from  January  to  June,  1920  was 
33,313  —  a  little  more  than  half  the  pre-war  traffic. 

Lastly,  look  at  the  following  statistical  summary  of 
French  foreign  trade,  before  and  after  the  war  (expressed 
in  millions  of  francs) : 


Pflriod  befora 
the  war 

Food- 
stuffs 

Raw 
materials 

MTd 
foods 

Total 

Food- 
stuffs 

Raw 

MTd 
goods 

Total 

1911 
1912 
1918 

2.020 
1.803 
1.817 

4,526 
4,813 
4.945 

1.520 
1.614 
1.658 

8.065 
8.230 
8.421 

736 
849 
838 

1.830 
1.944 
1,858 

8.509 
3.917 
4,183 

6,076 
6,712 
6,880 

Period  after  the  war 

1919 
1920  (Jan.  to  June) 
1919  (Jan.  to  June) 

8.629 
3.846 
4,000 

13,221 
7.697 
5.852 

7,927 
4.087 
3.870 

29.778 
15.630 
13.722 

960 
795 
318 

1,936 

2,008 

424 

5,806 
4,689 
1,703 

8,713 
7,492 
2,445 

The  progress  of  the  export  trade  in  1920,  as  compared 
with  1919  is  considerable.  But  the  balance  of  imports 
over  exports  is  still  very  heavy,  and  no  balance  of  pay- 
ments due  is  established,  as  it  was  before  the  war,  by  the 
interest  due  upon  French  capital  investments  in  other 
countries.  Much  French  capital,  which  was  invested  in 
foreign  securities,  yields  interest  no  longer. 

The  falling  oflf  of  production  and  the  depreciation  of 
the  coinage  have  resulted  in  a  fall  in  the  value  of  the 
franc  as  compared  with  the  dollar,  the  pound  sterling, 
the  Swiss  franc,  and  the  Spanish  peseta  —  especially 
since  the  end  of  1919.  The  rnxiximum  value  attained  by 
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these  foreign  currencies  as  compared  with  the  franc 
during  this  period  is  as  follows  (foreign  money  in  terms 
of  francs) : 


NewYoik 

London 

Switierland 

Spun 

June,  1914 

5.15 

25.19 

99.87 

97.40 

June,  1919 

6.50 

90.00 

123.50 

130.75 

March,  1920.... 

14.97 

58.10 

260.00 

259.50 

April,       "   .... 

17.08 

67.45 

309.00 

300.00 

May,        "    .... 

16.65 

63.81 

294.00 

280.00 

June,        "   .... 

13.22 

52.21 

240.25 

218.50 

With  these  causes  at  work,  prices  have  risen  pro- 
digiously since  the  declaration  of  peace.  The  index 
number  of  wholesale  prices  in  France  show  the  follow- 
ingy  as  compared  with  that  of  the  United  States 
(figures  taken  from  the  Statiatigue  Ginirale  for  France, 
and  from  Dim's  for  the  United  States).  The  average  of 
1901-10  is  taken  as  100. 


1913 

1914 

1915 

1916 

1917 

1918 

1919  (2d  quarter) 

1920  (June) 


France 

United  States 

115 

111.4 

118 

114.8 

162 

119.0 

218 

139.8 

302 

191.4 

392 

215.4 

412 

216.9 

628.2 

245.4 

To  the  causes  of  increased  prices  already  considered 
must  be  added  the  heavy  consumption  taxes  levied  un- 
der the  laws  of  the  25th  of  June  and  the  3d  of  July,  1920; 
these  have  made  the  price  situation  even  more  critical. 
If  the  index  numbers  of  wholesale  and  retail  prices  in 
France  during  the  first  eight  months  (January  to  Au- 
gust) of  1920  are  studied  in  detail,  and  if  a  comparison 
is  made  with  the  preceding  months,  a  slight  lowering  of 
prices  will  be  observed,  then  an  upward  recovery  of 
wholesale  prices  and  a  very  sharp  increase  in  retail  prices. 
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It  cannot  be  doubted  that  the  rise  in  the  price  of  bread 
is  one  of  the  causes;  but  it  is  beyond  dispute  that  the 
tax  upon  business  transactions  also  plays  a  part. 

Below  is  given  the  index  number  of  wholesale  and 
retail  prices  of  foodstuffs  (20  commodities),  raw  ma- 
terials (25  articles)  and  of  the  two  sets  combined  (45 
articles).  The  figures  are  taken  from  the  Statistique 
04n4rale  of  France. 

Price  Movbicentb  in  France 
I.  Index  of  vaihoUwiU  prices  (4S  arHdes) 

BMe  1001-10  -  100 
1090  Foodrtufb  (20)     Raw  msterids  (25)     Combined  (45) 

January 609.7  605.2  562.7 

February 548.3  647.2  603.3 

March 576.9  692.3  641.0 

April 586.5  753.4  679.2 

May 546.3  707.5  635.9 

June 502.8  623.1  569.6 

July 500.0  624.6  569.2 

August 499.9  647.0  581.6 

II.   Index  of  retail  prices  (IS  articles) 

(a)  Collection  of  cities  other  than  Paris  (according  to  the  price  figures 
given  by  the  mayors).    The  whole  of  France 

First     3  months  1920 3.210  * 

Second  3  months  1920 3.799» 

Third    3  months  1920 3.898 

(5)  Paris  (according  to  the  prices  of  a  large  codperative  society) 

1920  January 3.119  290 

February 3.195  297 

March 3.646 «  339 

AprU 3.852  358 

May 4.069  378 

June 3.967  369 

July 4.006  373 

August 4.014  373 

1  FHoe  of  bread  not  changed.  *  Price  of  bread  changed. 
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The  price  situation  became  so  acute  in  October,  1920, 
that  the  government  stirred  itself  and  announced  in 
long  communications  to  the  newspapers  its  intention  of 
conducting  an  energetic  campaign  against  high  prices. 
''The  Council,"  the  official  communication  states, 
''has  worked  out  a  series  of  measures  calculated  to  check 
the  rise  in  the  cost  of  living  and  to  assure  a  more  plenti- 
ful and  cheaper  supply  of  the  necessary  articles  of  con- 
sumption" (decision  of  the  Council  of  Ministers,  Oct.  12, 
1920).  Among  those  measures  there  are  none  which 
affect  the  fiscal  regime.  Is  there  not  a  striking  contradic- 
tion between  the  financial  policy  of  crushingly  high 
consumption  taxes  and  economic  nationalism  on  the  one 
hand,  and  these  declarations  of  intention  to  reduce  the 
cost  of  living  on  the  other  hand?  As  happens  too  often 
in  all  countries,  the  French  government  seems  to  believe 
that  economic  problems  can  be  overcome  by  words. 

III.  The  Financial  Situation 

The  financial  position  of  France  at  the  end  of  1920 
is  very  alarming.  Expenditure  greatly  exceeds  revenue. 
The  public  debt  is  colossal.  Tax  biu*dens  are  ruinous. 

The  statistics  which  follow,  while  taken  from  official 
sources  should  not  be  taken  as  rigorously  exact.  They 
should  be  taken  simply  as  giving  a  general  outline  of  the 
situation.  The  French  system  of  public  accounting 
does  not  allow  us  to  draw  up  a  precise  balance  sheet  of 
the  war.  Because  of  discrepancies  in  the  official  docu- 
ments consulted,  the  figures  obtained  may  differ  some- 
times by  some  millions  of  francs. 

Before  the  war  the  pubKc  expenditure  of  the  state 
approximated  5,200  million  francs,  having  grown 
steadily  year  by  year.  The  progressive  increase  of  sums 
appropriated  imder  finance  legislation  (in  millions  of 
francs)  was  as  follows : 
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Year  Amount 

1904 3,665 

1910 4,185 

1911 4,386 

1912 4,497 

1913 4,738 

1914 5,191 

During  the  war  the  sums  appropriated  were  as  fol- 
lows: 

Ywr  Amoont 

1914  (August  1  to  December  31)  6,589 

1915 22,804 

1916 32,945 

1917 41,679 

1918 54,537 

Since  the  war  ended,  the  expenditure  has  only  de- 
creased slightly.  For  1919,  49,029  millions  of  francs 
were  voted  in  appropriations.  For  the  first  seven 
months  of  1920,  the  appropriations  for  ordinary  ex- 
penses has  been  25,714  millions  of  francs.  The  budget  of 
1920  (estimated  expenditure)  at  the  present  time  (July 
31,  1920)  is  as  follows: 

MUUonfmiOi 

Ordinary  budget 21,761 

Extraordinary  budget 5,420 

27,181 

In  these  appropriations  no  accoimt  is  taken  of  the 
expenditure  for  repairing  the  damages  of  war,  which 
outlay  the  treaty  of  Versailles  charges  against  Germany 
and  which  make  up  a  special  budget.  The  appropriations 
voted  for  that  special  budget  total  20,566  million  francs. 
As  Germany  has  not  yet  paid  over  anything,  this 
means  that  France  will  face  a  public  expenditure  in 
1920  of  about  48  million  francs  (with  the  reservation 
that  Germany  will  have  to  make  repayments).  That 
figure  is  certainly  less  than  the  real  sum,  for  it  seems 
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very  probable  that  there  will  be  supplementary  appro- 
priations for  some  billions.^ 

From  August  1, 1914  to  July  31, 1920,  the  appropria- 
tions have  totaled  233,300  million  francs.  With  an 
annual  peace  budget  of  5,500  million  francs,  six  years  of 
peace  expenditure  would  total  33  billion  francs.  The 
costs  of  the  war  may  thus  be  calculated  as  about  200 
billion  francs — that  is,  the  literal  expenses  borne  by  the 
state. 

Among  these  expenditures  there  are  some  the  pro- 
gressive growth  of  which  is  astounding.  Such  is  the 
interest  on  the  public  debt.  The  increase  was  as  fol- 
lows (in  millions  of  francs). 

Year  Amoimt 

1914  (5  months) 59 

1915 1,899 

1916 3,333 

•     1917 4,863 

1918 7,087 

1919 7,986 

1920  (7  firet  months) 6,717 

From  August  1,  1914  to  July  1,  1920,*  the  ordinary 
revenue  (from  taxes,  public  monopolies,  and  public 
works)  was  about  43,305  million  francs,  which  can  be 
analyzed  as  follows: 

Year  Amoimt 

1914  (August  1-December  31) 1,238 

1915 4,113 

1916 4,640 

1917 5,811 

1918 6,986 

1919 10,176 

1920  (Januaiy  1-June  30) 6,637 

39,601 

*  For  1921  the  CouneU  of  Ministen  have  jurt  (October  16. 1020)  held  up  fyropoeek 
to  Mbmit  to  Parliament  the  foUowinc:  ordinary  budcet«  22.037  million  franoi;  extr»* 
Ofdinaxy  budget,  5.400  million  f ranee;  spedal  budget,  16.575  million  franoe. 

•  We  wiU  note  later  on  the  eatimatea  of  rerenuea  for  the  jrear  1020  (a  budget  was 
Toled  in  July,  1020);  taken  together  they  total  21.770  mOtton  franet. 
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The  fipecial  revenue  (from  the  sale  of  supplies)  yielded 
during  the  same  period  about  2,300  millions,  bringing 
the  total  up  to  about  42  billion  francs.  If  the  revenue 
received  in  July,  1920  is  included  —  which  was  1,400 
million  francs  a  figure  of  43,305  millions  of  francs  is 
arrived  at. 

Expenditure  mounted  for  the  same  period  of  six 
years  to  about  233  billions.  The  deficit  was  about  100 
billions.  The  deficit  has  been  made  up  by  resort  to  the 
extraordinary  resources  of  borrowing,  by  the  emission 
of  paper  money  (under  the  form  of  advances  from  the 
Bank  of  France)  and  by  internal  and  external  loans. 
These  means  can  be  listed  rou^Iy  as  follows: 

Ordinary  revenue 43  billionB 

Advancee  from  the  Bank  of  France 26     * 

Internal  long  time  loans 77     * 

External  loans 35      * 

Treasury  bonds 46      • 

Let  us  analyze  certain  items  in  detail. 

The  emission  of  pamper  money.  —  The  limii  of  issue 
of  bank  notes  by  the  Bank  of  France  was  fixed  by  the 
1911  law  at  6,800  million  francs.  That  limit  was  raised 
time  and  again.  At  various  times  it  was  fixed  at: 

1914.  August  5 12  billions 

1915.  May  11 15      « 

1916.  March  15 18   « 

1917.  February  16 21   « 

1917.  September  10 24   « 

1918.  February  7 27   " 

1918.  May  3 30 

1918.  September  5 33 

1919.  February  25 36 

1919.  July  17 40 

1920.  July  31 43   « 

As  a  matter  of  fact,  the  amoimt  of  fiduciary  circulat- 
ing paper  on  October  7,  1920  was  39,567  million  francs, 
and  on  October  11,  1920,  39,527  million  francs.  At  this 
latter  date,  the  specie  reserve  was — gold,  5,482  millions 
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(of  which  1,948  millions  was  held  abroad),  silver,  283 
millions. 

The  maximum  of  advances  to  be  made  to  the  state  by 
the  Bank  of  France  was  set  in  1911,  in  case  of  war,  at 
2,900  millions.  It  has  been  raised  in  successive  agree- 
ments, which  were  approved  by  Parliament.  At  various 
times  it  was  set  at: 

1914.    September  21 6  billions 

1916.  May  4 9 

1917.  February  13 12 

1917.  October  2 16 

1918.  June  6 21 

1919.  February  13 24 

1919.  April  24 27 

In  January,  1920  the  advances  proper  varied  between 
25,300  millions  and  25,850  millions.  At  the  beginning  of 
the  month  of  March,  1920,  they  reached  the  total  of 
26,300  millions.  In  April,  1920,  after  the  floating  of  the 
5  per  cent  loan  they  were  reduced  to  25,700  millions, 
and  then  to  25,300  millions;  in  May  they  rose  to  26,000 
millions;  at  the  beginning  of  July  to  26,000  millions; 
and  on  October  11,  1920  they  stood  at  26,600  millions. 

To  these  sums  must  be  added  the  permanent  ad- 
vance of  200  millions,  and,  finally,  3,935  millions  of  dis- 
counted Treasury  bonds,  for  government  advances  to 
foreign  governments.  In  total,  the  debt  of  the  state  to 
the  Bank  of  France  was,  on  October  7,  1920,  about 
30,835  millions  of  francs. 

Long  time  harts.  —  The  first  long  term  loan  of  the 
war  made  by  the  French  government  was  contracted  at 
the  end  of  1915.  One  of  the  characteristics  of  all  the 
war  loans  is  the  fact  that  the  conditions  on  which  they 
are  contracted  are  onerous  to  the  state.  The  system  of 
redemption  at  a  premium  was  used  from  the  beginning; 
the  premium  rose  then  to  about  12  per  cent.  But  from 
1917  on,  the  premium  rose  to  30  per  cent,  and  the  5  per 
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cent  loan  of  1920  was  issued  with  a  redemption  premium 
of  50  per  cent.  Furthermore  all  the  loans  have  been  tax 
free;  the  government  has  given  up  the  policy  annoimced 
in  1914  of  subjecting  the  income  from  government  bonds 
to  the  tax  on  personal  property.  Five  loans  have  been 
issued — not  including  that  of  October,  1920  (6  per  cent 
at  par,  but  tax  free)  — for  unlimited  amoimts;  these 
loans  have  involved  the  state  in  a  capital  debt  of  a 
little  more  than  97,655  million  francs  for  a  total  of 
71,912  millions  actually  received. 
The  details  are  as  follows  (in  millions  of  francs) : 

Nominal  Nominal  Caiutal 

Year  interest  oapital  reoeiyed 

1916 5%  15,205  13,308 

1916 5%  11,614  10,082 

1917 4%  14,882  10,209 

1918 4%  31,304  22,103 

1920  (February) 5%  24,760 »  16,600 

Floating  debt.  —  The  principal  element  of  the  short 
time  floating  debt  is  the  National  Defense  bonds, 
with  a  maximum  term  of  one  year.  This  treasury  de- 
vice, conceived  by  Mr.  Ribot  in  1914,  has  had  a  great 
development.  On  July  1, 1920  there  were  44,200  million 
francs  of  National  Defense  bonds  in  circulation. 

The  foreign  debt. — This  includes  (1)  the  bonds  sold 
publicly  in  England,  the  United  States,  and  Japan; 
(2)  the  bonds  sent  to  the  British  treasury,  the  Bank  of 
England,  and  the  American  government  (representing 
its  own  bonded  obligations) ;  (3)  advances  by  the  Amen* 
can  treasury;  (4)  borrowings  made  from  American 
banks,  either  by  the  state  directly,  or  by  the  cities  of 
Paris,  Bordeaux,  and  Marseilles  and  reassigned  to  the 
French  state;  (5)  a  series  of  short  time  credits  in  Spain, 
Sweden,  Norway,  England,  Switzerland,  Holland,  and 
Uruguay. 

1  The  burden  on  the  etate  is  Tery  heavy  because  the  IMO  loan  is  redeemable  in  00 
years  with  a  redemption  premium  of  50  per  oent  upon  the  f aoe  Tahie  of  the  oertifieateB. 


ECONOMIC  AND  FINANCIAL  POSITION  OF  FRANCS    191 

The  foreign  debt  rose  to  the  sum  of  34,296  million 
francs  on  July  1,  1920  —  calculating  foreign  money  at 
its  par  value.  The  two  principle  creditors  are  the  United 
States  (18,415  million  francs),^  and  England  (13,996 
million  francs). 

On  August  1,  1914,  the  public  debt  of  the  state  was 
about  30  billion  francs.  On  July  1, 1920,  it  was  233,429 
million  francs,  made  up  as  follows: 

Internal  debt  (including  the  national  credit  obliga- 
tions for  the  reconstruction  of  the  liberated  regions)  121 ,949 

Floating  debt 51,464 

Advances  from  banks  (of  France  and  Algeria) 26,020 

External  debt  to  England 13,996* 

External  debt  to  the  United  States 18,415>** 

Total 233,729 

The  increase  of  the  public  debt  since  the  outbreak  of 
the  war  has  thus  approximated  200  billion  francs,  allow- 
ance being  made  for  the  fact  that  France  has  advanced 
3,880  million  francs  to  certain  Allied  states. 

IV.  The  Financial  Policy  op  the  Admin- 
istrations * 

1.  When  war  broke  out  in  August,  1914,  the  state  of 
the  public  finances  was  bad.  There  was  a  complete 
contradiction  between  the  general  economic  situation 
and  the  fiscal  situation.  The  economic  prosperity  was 
great;  the  financial  policy  of  the  governments,  for  a  long 
time  past,  had  been  bad.    Through  fear  of  being  un- 

>  Before  the  repejrment,  on  October  16,  IMO  of  the  Anglo-French  loen  of  1015  —  the 
neofch  share  of  which  is  1 ,205  million  francs.  As  the  rei>ayment  is  covered  in  a  larfe 
measure  by  renewals,  that  operation  does  not  affect  the  position  sensibly. 

*  Calculated  at  the  par  value  of  foreign  currencies. 

*  This  figure  includes  the  bonds  issued  in  the  United  States,  the  Anglo-French  loan 
of  1015,  the  loans  of  the  dtaes  which  were  assumed  by  the  state,  advances  from  the 
Amerioan  treasury,  and  the  obligations  remitted  in  return  for  American  stocks. 

*  I  have  published,  since  1014,  in  the  Revue  de  Science  et  de  legislation  financi^res  a 
mnnber  of  studies  on  French  financial  policies.  These  studies  have  been  collected  in  a 

of  Tohunss  entitled  *  *Les  finances  de  guerre  de  la  France,*'  Paris,  Giard  et  BriAre. 
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popular^  the  administrations,  without  exception,  had 
multiplied  expedients  in  order  to  keep  the  truth  from 
the  country.  The  budgets  ordinarily  wound  up  in  a 
deficit  in  spite  of  the  optimistic  official  declarations. 
The  budget  of  1914  in  particular  ended  in  a  foreseen 
deficit  of  over  a  billion  francs.  In  spite  of  everything 
the  administrations  kept  repeating  ''No  loans,  no 
taxes."  The  annual  deficits  were  covered  by  short  term 
loans,  the  accumulation  of  which  made  up  a  consider- 
able floating  debt,  or  by  anticipating  the  collection  of 
money  due  to  the  state,  the  effect  of  which  was  to  de- 
prive future  generations  of  their  resources. 

In  the  years  preceding  the  war  the  different  ad- 
ministrations managed  by  various  financial  devices  (in 
particular,  by  special  accounts)  to  show  only  a  part  of 
their  expenditure  in  the  budget.  It  is  a  very  gloomy 
period  in  the  financial  history  of  France,  marked  by  the 
absence  of  clear  or  sincere  thinking,  of  candor  and  of 
courage.  The  ruling  classes  with  fierce  selfishness  op- 
posed all  fiscal  reforms  which  would  increase  their 
share  in  the  public  burden.  They  pursued  with  a  lasting 
hate  the  upholder  of  these  democratic  reforms,  Mr. 
Joseph  Caillaux,  a  hate  which  never  relaxed  or  shrank 
from  using  any  means. 

On  the  eve  of  the  war,  July  7,  1914,  a  great  funding 
loan,  3i  per  cent  redeemable  at  par,  was  issued  — 900 
million  francs  at  face  value  at  a  price  of  91.  The  results 
were  —  on  the  surface  —  magnificent;  the  government 
annoimced  that  the  loan  had  been  oversubscribed  many 
times.  In  reality,  it  was  not  subscribed  by  the  public  in 
general;  the  bankers,  calculating  to  make  large  profits 
at  public  expense,  swept  aside  the  small  capitalists  by 
huge  subscriptions,  which  were  not  genuine.^ 

1  The  war  having  broken  out  and  the  public  debt  having  fallen  in  value  (the  quotar 
tions  at  the  end  of  August,  1014  were  down  to  82  francs)  the  scheme  did  not  succeed. 
The  government,  desiring  the  help  of  the  bankers  for  the  sale  of  their  war  loans,  came  to 
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2.  As  soon  as  war  was  declared  the  administration 
obtained  extensive  powers  in  matters  of  public  expendi- 
ture (the  law  of  August  5,  1914).  Having  taken  r^uge 
in  Bordeaux  before  the  German  invasion,  it  rid  itself 
cavalierly  of  the  legislative  bodies,  whose  intervention 
and  control  it  feared.  But,  starting  with  December, 
1914,  it  reconciled  itself  to  the  convocation  of  Parliar 
ment.  Parliament,  indeed,  not  having  forgotten  the 
minor  coup  d!4tat  of  which  it  had  already  been  the 
victim,  demanded  a  continuous  session  up  to  October, 
1919. 

The  policy  of  the  administration  during  the  war 
period  and  the  two  years  following  the  armistice  can  be 
divided  into  four  large  periods. 

First  period:  1914-16.  —  The  period  of  expedients. 
In  the  first  five  months  of  the  war  (August  to  Decem- 
ber, 1914)  the  political  situation  brought  about  by  the 
administration  made  it  necessary  to  have  recourse  to 
financial  expedients  for  which  the  collaboration  of 
Parliament  was  not  necessary;  in  particular  the  is- 
suance of  paper  money  and  volimtary  short  term  loans 
(National  Defense  bonds). 

During  the  years  1915-16  the  administrations,  de- 
finite the  demands  of  the  Chamber  of  Deputies,  re- 
sorted at  first  almost  exclusively  to  the  financial 
methods  which  had  served  up  to  the  end  of  1914,  to 
wit,  the  issuance  of  paper  money  and  volimtary  short 
term  loans.  Beginning  with  February,  1915,  they 
issued  longer  term  loans;  in  November,  1915  and 
September,  1916  they  finally  added  to  these  soiirces  of 
revenue  perpetual  loans. 

tbrir  reioue.  The  decree  of  September  11,  1014,  despite  the  receaa  of  Parhament,  re- 
■ohred  upon  the  liquidAtion  of  that  loan;  the  most  striking  result  was  to  release  the 
bankers  from  their  obligations  and  to  spare  them  the  considerable  losses  that  the  literal 
•ancution  of  these  obligations  would  have  meant  to  them.  More  concretely,  the  hokters 
of  the  3i  per  cent  loans,  which  were  subject  to  tax,  were  allowed  to  transform  them  at 
tha  prte  of  01,  into  the  securities  of  the  new  loans  (other  than  TVeasury  bonds)  —  that 
ii  to  say  into  5  per  cent  National  Defense  bonds  redeemable  at  par  in  10  years,  tax  free. 
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force  a  fiscal  policy  which  might  revive  the  violent  pre- 
war controversies.  The  pretexts  were  the  invasion  of 
French  territory  and  the  economic  and  financial  paral- 
ysis that  it  entailed. 

Second  period:  1917  to  November,  1918  —  Conser- 
vative and  inadequate  policy.  The  law  of  December 
31, 1916  marks  the  first  great  fiscal  effort  of  France  since 
the  start  of  the  war.^  The  general  income  tax,  suspended 
since  the  beginning  of  the  war,  was  put  in  force  again; 
tax  rates  on  income  from  personal  property  were 
increased,  as  were  also  the  tariff  duties  on  colonial 
products,  the  rates  on  health  drinks,  on  sugar  and  on 
tobacco.  Taxes  were  placed  upon  mineral  waters,  on 
pharmaceutical  specialties,  on  chicory  and  coffee  sub- 
stitutes, on  spectacles ;  a  new  miUtary  war  tax  was  levied 
upon  men  of  miUtary  age  who  were  not  doing  military 
service.  From  that  time  on,  tax  laws  followed  each 
other  —  doubtless  inadequate;  but  the  fiscal  effort 
went  on. 

For  1917,  three  fiscal  measures  may  be  noted.  Firstly, 
the  law  of  July  31,1917  completed  the  reform  of  the  direct 
taxes;  the  schedules  of  the  income  tax,  graded  according 
to  the  occupation  from  which  the  income  was  derived^ 
were  increased;  likewise  the  general  tax  on  income. 
Secondly,  a  decree  of  October,  1917,  raised  the  price  of 
matches.  Thirdly,  the  law  of  December  31,  1917  in- 
creased the  taxes  upon  free  changes  of  titles,  that  is 
upon  gifts  and  inheritances;  above  all  it  brought  into 
being  a  tax  upon  expenditure  (the  luxury  tax) ;  finally  it 
revised  the  super-tax  on  war  profits. 

In  the  first  six  months  of  1918,  three  laws  were 
passed.  Firstly,  the  law  of  January  17  increased  the 
selling  price  of  tobacco.  Secondly,  the  law  of  April  18 
contained  some  measures  against  tax  frauds.   Thirdly, 

>  The  Uw  of  June  30,  1016  bad  incressed  the  Uz  on  alcohol;  and  the  law  of  Juljr^ 
1016  had  efftabUabed  orditkarj'  paymenta  on  war  profita. 
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the  law  of  June  29  raised  the  general  income  tax  sched- 
ule again,  the  tax  on  property  in  mainmort,  the  stamp 
and  re^stration  taxes;  it  brought  spirituous  liquors 
under  the  luxury  tax,  increased  the  sugar  taxes,  the 
tax  on  health  drinks,  on  chicory,  on  vinegar,  and  the 
transportation  tax.  On  the  whole,  the  fiscal  effort,  as 
customarily,  consisted  mainly  of  a  wide  use  of  consump- 
tion taxes. 

Despite  this  lengthy  enumeration  of  tax  laws,  it  is 
not  to  be  thought  that  the  resoiirces  thereby  created 
were  very  great.  These  new  and  increased  taxes  which 
had  been  imposed  from  the  start  of  the  war  to  the  end  of 
May,  1918,  were  calculated  to  yield  the  treasury  for  the 
year  1918,  a  little  less  than  2,900  million  francs  of  new 
receipts,  and  if  the  receipts  of  the  law  passed  Jime  29, 
1918  are  included,  3,400  million  francs.  For  an  entire 
year  of  war,  the  additional  yield  was  to  be  higher  by 
some  few  himdreds  of  millions  of  francs.  In  fact  in  the 
twelve  months  of  1918  and  1919,  the  total  tax  receipts 
old  and  new  were  as  follows  (in  millions  of  francs) : 

1018  1010 

Direct  taxes  and  other  related  taxes 727  733 

Registration  taxes 924  1,874 

Stamp  taxes 216  311 

Tax  on  stook-exchange  operations 2  7 

Tax  on  income  from  personal  property 253  290 

Tax  on  payments 210  629 

diatoms  duties  (sugar  and  salt  not  included) 1,475  1,185 

Indirect  taxes  (sugar  and  salt  not  included) 695  1,203 

Colonial  goods  duties 68  103 

Salt 31  32 

Sugar 169  360 

Matches  and  briquets 56  83 

Tobacco 636  942 

Explosives 13  20 

Posts,  telegraph  and  telephone 445  583 

Divers  public  works 2.5  1.8 

Public  domain 112  99 

Liquidation  of  supplies 1,192 

Miscellaneous 172  350 
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We  must  take  note  of  two  types  of  revenue:  the  in- 
come tax  and  the  super-tax  on  war  profits. 

1.  Income  tax.  —  That  includes  the  general  income 
tax  and  the  tax  on  income  graded  according  to  the  na- 
ture of  the  occupation  from  which  it  was  derived.  Be- 
cause of  the  war  disturbances  and  the  invasion,  the 
yield  was  not  regular. 

Considerable  arrears  still  exist  today  (October,  1920). 
The  statistics  of  arrears  furnished  by  the  administra- 
tion are  none  too  precise. 

2.  Supertax  on  extra  supplementary  war  profits.  — 
At  the  end  of  1919  the  administration  made  known 
that  the  estimates  had  been  put  at  the  following  figureSi 
in  millions  of  francs: 

For  the  period  1916 nothing 

«     "        «      1917 500 

«     «        •      1918 580 

«     «        «      1919 660 

1730' 

The  decidedly  predominant  part  played  by  consump- 
tion taxes  is  plain.  The  administration  denied  this  in 
presenting  to  the  Chamber  of  Deputies  tables  ar- 
ranged for  demonstration;  the  conservative  parties 
agreed  in  the  view  that  a  very  sound  and  reasonable 
proportion  had  been  established.  The  socialist  party 
criticized  it  violently.  In  reality,  the  French  financial 
regime  which  was  very  clearly  imdemocratic  before  the 
war  became  even  more  so  after  the  laws  of  1916-19. 
Three  things  should  be  noted:  first,  the  very  small 
yield  of  the  super-tax  on  war  profits;  second,  the  two 
million  francs  in  taxes  contributed  by  the  peasants  on 
agricultural  profits  (huge  in  reality);  and  third,  the 
fact  that  the  government  loans  were  tax  free.  The  legis- 
lation was  plainly  conservative,  bringing  to  mind  the 
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abo  had  an  effect  upon  the  outcome  of  the  election.  The 
conservative  parties  won  a  striking  victory  on  Novem- 
ber 16, 1919.  The  senatorial  elections  of  January,  1920, 
maintained  the  same  majority  in  power  as  before. 
Since  the  French  Senate  has  always  been  decidedly  con- 
servative in  spite  of  all  labels,  especially  in  financial 
matters,  the  conservative  party  had  a  great  majority  in 
Pariiament.  That  became  apparent  when  the  question 
of  financial  remedies  and  new  so\u*ces  of  revenue  came 
up.    The  programme  has  been  as  follows: 

1.  It  was  decided  to  issue  a  fimding  loan.  One  was 
issued  in  February,  1920  (5  per  cent  interest,  50  per 
cent  redemption  premium).  Its  success  has  not  been 
very  great;  it  yielded  scarcely  enough  to  fimd  the  float- 
ing debt.  It  has  been  absorbed  almost  entirely  for  cur- 
rent expenses.  A  second  loan  (unlimited  amoimt,  6  per 
cent  at  par)  is  now  being  offered  for  subscription 
(October,  1920). 

2.  Railroad  rates  were  greatly  increased ;  also  postal, 
tel^raph  and  telephone  rates,  so  as  to  reduce  or  do 
away  with  the  deficits  in  operation  and  consequent 
budget  deficits.  The  increases  were  often  more  than 
100  per  cent.  The  increase  of  postal  rates  was  calcu- 
lated to  yield  a  supplementary  revenue  of  326  million 
francs  in  1920,  and  400  millions  for  a  whole  year. 

The  results  of  the  first  months  of  enforcement  of  the 
new  schedules  are  far  below  the  estimates.  For  the 
four  months  of  August  to  October,  1920,  the  yield  is 
more  than  40  million  francs  less  than  the  estimates.  For 
a  whole  year,  therefore,  the  supplementary  revenue 
would  only  amount  to  280  or  300  million  francs,  instead 
of  the  estimated  400  millions. 

3.  The  bread  subsidy  was  given  up;  or,  in  other 
words,  the  consiuner  has  to  pay  the  cost  price  for  bread. 
Because  of  this  the  price  of  bread  rose  from  0.55  franc 
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per  kilo  before  the  law  of  March,  1920,  to  1.30  francs  per 
kilo  in  September,  1920. 

4.  Very  heavy  consumption  taxes  were  levied.  That 
was  the  object  of  the  laws  of  Jime  25, 1920  and  July  31, 
1920  —  the  last  only  chan^g  some  details  of  the 
previous  legislation.  The  new  taxes  or  increases  of  taxes 
established  by  the  law  of  June  25, 1920  should  yield,  in 
the  first  six  months  of  1920,  3,660  million  francs,  and 
for  a  whole  year  a  little  less  than  8  million  francs. 

The  estimates  made  in  June,  1920,  for  the  whole  year 
were  as  follows  (in  millions  of  francs) ;  this  refers  only  to 
supplementary  receipts  expected  from  the  new  legis- 
lation: 

Income  tax,  general  and  daasified 1,303  ^ 

Gifts  and  inheritancee 170 

Changes  of  title  involving  outlay 196 

Titles  falling  to  the  state 27 

Stamp  and  misoeUaneous  taxes 128 

Conmierdal  transactions 6,000 

Customs *.  236 

Wines,  ciders,  beers,  mineral  waters. 540 

Alcohols 300 

Spirits  and  wines  de  luxe 102 

Miscellaneous  Consumption  Taxes 68 

The  fiscal  policy  adopted  by  Parliament  in  Jime, 
1920,  was  still  more  conservative  than  that  of  1916-18. 
That  accoimts  for  the  following: 

Firstly,  on  Jime  26, 1920  the  super-tax  on  war  profits 
was  repealed,  beginning  with  Jime,  1920,  and  it  has  not 
been  reestablished. 

Secondly,  the  income  tax  was  revised  in  such  way  as 

1  Made  up  ma  follows:  (million  franoa) 

General  income  tax 370 

Industrial  profits 300 

A^oultural  profits 35 

Stipends  and  salaries 6 

Non-oommeroial  professions 2 

Structures   113 

Land 73 

Personal  property 400 

Mine  royalties    6 

Total 1303 
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to  make  it  more  conservative^  that  is,  reduce  its  rate  of 
progression. 

Thirdly,  the  taxes  on  gifts  and  inheritances  have  only 
been  increased  170  million  francs. 

Fourthly,  a  tax  on  the  volume  of  commercial  trans- 
actions, which  is  in  reality  an  expenditure  tax  was  de- 
vised, and  was  expected  to  yield  more  than  5  billion 
francs  for  a  normal  year. 

Fifthly,  the  other  consumption  taxes  were  increased 
by  more  than  1,400  million  francs. 

The  socialist  and  radical  parties  protested  —  the  first 
violently,  the  second  more  timidly,  against  this  avi^ 
lanche  of  consumption  taxes.  The  former  have  advo- 
cated a  levy  on  capital,  and  the  latter  a  compulsory 
loan  at  a  low  rate  of  interest  in  order  to  pay  the  war 
debt.  But  while  none  of  the  partisans  of  the  extra- 
ordinary measures  except  the  socialists  show  any  ex- 
treme ardor  in  forcing  their  adoption,  the  distinctly 
conservative  majority  have  shown  themselves  im- 
movably opposed  to  them,  in  the  Chamber  of  Deputies 
as  well  as  in  the  Senate.  They  believe  the  taxes  on 
capital  have  reached  their  maximum.  And  finally  the 
peasant  class  seems  hostile  to  radical  steps. 

On  the  basis  of  the  fiscal  act  of  Jime  25, 1920  modified 
by  the  act  of  July  31,  1920,  the  estimates  have  been 
revised  and  the  following  budget  has  been  drawn  up  for 
1920  (fiscal  act  of  July  31, 1920)  —  in  millions  of  francs. 

I.  Taxes  and  revenues 
1.  Direct  taxes 

Taxes  on  real  property 

Structures  255 

Land  152 
Industrial  and  commercial  profits      500 

Agricultural  profits  30    i      ^^^. 

Stipends,  salaries  and  pensions  55 

New  commercial  professions  8 

General  income  tax  800 

Miscellaneous  24 
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2.  Related  taxes 

99 

3.  Registration  taxes  (of  which  GOO  milli 

ons 

on  gifts  and  inheritances) 

1512 

4.  Stamp  taxes 

821 

5.  Tax  on  stock  exchange  operations 

16 

6.  Tax  on  income  from  personal  property 

341 

7.  Special  tax  on  payments 

516 

8.  Tax  on  volume  of  commercial  transactions 

2084 

9.  Customs 

1791 

10.  Indirect  taxes 

1535 

Of  which: 

Wine  and  cider 

462' 

Beer 

42 

Alcohol 

430 

► 

Railroad  travel 

360 

Automobiles 

37 

1 

11.  Sugar  tax 

367 

Total  of  direct  taxes 

n.  Income  from  state  monopolies  and  public 

( 

works 

Matches 

73 

Briquets 

1 

Tobacco 

975 

Explosives 

14 

Postal  service 

592 

Telegraphs 

163 

Telephones 

175 

Miscellaneous 

4 

Total  income  from  state  monopohes  and 

public  works 

UL  Revenue  from  public  domains 

Other  than  forest  lands 

901 
53J 

1 

Forests 

' 

IV.  Committed  routine  revenues 

V.  Miscellaneous 

VI.  Extraordinary  income 

Super-tax  on  war  profits 

4000^ 

Yield  from  sales  of  supplies 

2915 

Surplus  yield  for  fiscal  jrear  1920 ' 

1500 

10,406 


1997 


143 

490 
236 


8415 


>  This  heading  requires  explanation.  The  1920  budget  was  prepared  by  the  admin- 
istration towards  the  end  of  1919;  but  it  was  only  pas»ed  by  legislative  bodies  on 
July  31.  1920.  after  seven  months'  delay.  During  the  fi.>t  seven  months  of  the  finan- 
cial year,  the  yield  was  considerably  in  excess  of  that  forecast.  This  unespected  sui^ 
plus  wss  included  in  the  budget  of  1920  under  the  heading  <^  "surplus  fiscal  yield  for 
the  year  1020."  This  terminology  is  misleading;  furthermore,  the  surplus  is  really 
not  "extraordinary  income"  as  listed. 
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VLL  Recoverable  income  in  Alsace-Lorraine  76 

VULL  Recoverable  income  from  Algeria  6 

Grand  total  of  ways  and  means  that  can 
be  included  in  the  ordinary  budget  for 
1920  period  21,768 

It  is  impossible  to  say  whether  the  estimates  made 
when  the  taxes  were  voted  (Jime,  1920)  or  when  the 
budget  was  made  up  (July,  1920)  will  be  realized  in 
fact.  It  is  enough  to  note  that  up  to  the  beginning  of 
October,  1920  the  yield  has  been  very  different  from 
that  expected.  Let  us  leave  out  of  consideration  the 
direct  taxes  which  because  of  the  revision  of  the  law  and 
schedules  (by  the  laws  of  July  25  and  July  31,  1920) 
were  collected  only  at  the  end  of  the  year.  The  income 
tax  itself  has  been  considerably  modified  in  respect  to 
its  basis  and  schedules. 

The  other  sources  of  revenue  have  yielded,  for  the 
first  nine  months  of  1920,  10,373  million  francs,  to  wit: 

Indirect  taxes  and  monopolies 8,471 

State  domains 76 

Routine  revenues  which  partly  offset  certain  eiq)enditure8 

and  miscellanies    302 

Sales  of  supplies 1,434 

Total 10,373 

If  the  matter  is  examined  in  detail,  it  becomes  plain 
that  in  the  case  of  many  taxes  the  yield  has  been  far  less 
than  the  estimates.  Especially  the  very  considerable 
advance  in  customs  duties  has  not  yielded  the  expected 
amoimts.  For  the  month  of  September,  1920  alone, 
there  was  a  miscalculation  of  12  million  francs.  Above 
all,  the  tax  on  commercial  transactions,  which  went  into 
force  on  July  1, 1920  yielded  about  293  million  francs  for 
July  and  August,  1920,  while  the  estimate  was  700  mil- 
lions. The  deficit,  therefore,  as  compared  with  the 
estimates,  is  407  millions  for  these  two  months. 
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The  administration  explains  this  error  by  the  follow- 
ing considerations.  ''The  yield  in  September  grows  out  of 
the  transactions  carried  out  in  July  and  August,  a  time 
of  the  year  when  business  falls  off  greatly,  particularly 
during  the  latter  month,  and  notably  in  the  jewelry  and 
jewel  novelty  businesses.  Fiurthermore,  a  great  many 
transactions  executed  in  both  these  months  grew  out  of 
sales  made  before  the  first  of  July,  the  date  when  the  law 
went  into  effect,  and  transactions  of  that  sort  were  con- 
sidered by  many  debtors  not  to  be  subject  to  this  tax 
and  were,  therefore,  not  included  in  their  declarations. 
Finally,  the  public  is  not  yet  used  to  this  new  tax  and 
numerous  debtors  have  not  complied  with  its  obliga- 
tions; only  after  some  months  of  gradual  development  of 
a  checking  system  could  a  normal  yield  be  assured." 

In  these  explanations  there  is  much  truth.  It  cannot 
be  doubted,  in  particular,  that  the  yield  of  a  tax,  when 
first  it  is  applied,  is  less  than  its  yield  at  a  later  date  and 
less  than  normal  yield.  But  the  administration  should 
coimt  upon  that  in  making  its  estimates.  It  is  possible  to 
question  whether  the  estimates  made  of  the  yield  of  the 
tax  on  commercial  transactions  were  not  too  high,  and  if 
its  economic  effects  (price  increase  and  cutting  down  of 
consumption)  would  not  effect  the  financial  yield.  The 
question  is  important  in  view  of  the  place  which  the 
public  authorities  have  given  to  this  tax.  Then  there  is 
the  revenue  from  the  postal  system  and  the  telegraphs 
and  telephones  which  for  September,  1920  alone  is  20 
millions  less  than  the  estimates. 

However,  all  together,  the  tax  revenue  for  1920  exceeds 
the  estimates  up  to  the  present.  For  the  first  nine 
months  of  1920,  the  yield  of  consxunption  taxes,  of 
registration  taxes  (which  includes  inheritance  taxes),  of 
the  stamp  taxes,  of  the  state  monopolies,  and  of  the  tax 
on  personal  property  (including  the  tax  on  the  income 
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from  such  property)  has  exceeded  the  estunates  by 
1|855  millions  and  the  returns  for  the  same  period  of 
1019  by  2,619  millions.  That  favorable  situation  cannot 
be  held  if  the  revenue  from  tax  on  the  volume  of  com- 
mercial transactions  does  not  increase  considerably.  In 
truth,  because  of  that  error  the  tax  revenue/or  September , 
1920  alone  is  322  millions  less  than  the  budget  estimates 
tho  448  millions  higher  than  the  revenue  of  September, 
1919.  The  revenue  returns  for  October,  1920  shows 
these  fears  to  be  well  groimded;  the  tax  on  the  volume  of 
commercial  transactions  yielded,  in  that  month,  225 
million  francs  less  than  the  estimated  yield.  The  aver- 
age monthly  deficit  yield  of  that  tax  as  compared  with 
the  estimates  is  thus  more  than  210  millions. 


V.  The  Outlook 

Because  of  the  new  fiscal  legislation  of  1920,  the 
budget  deficit  is  reduced,  but  no  genuine  balance  has 
been  established.  That  is  a  long  way  off;  as  to  the 
debt,  it  keeps  piling  up. 

On  the  other  hand  the  position  of  the  French  tax 
payer  is  greatly  changed.  Up  to  1920  he  was  handled 
with  consideration.  During  the  war  and  after  the 
armistice,  his  tax  biuxien  was  Ughter  than  in  the  other 
beUigerent  coimtries  (than  England  especially).  In 
1920,  the  French  tax  payer  has  suddenly  felt  a  great 
load  put  upon  his  shoulders.  To  the  weight  of  the  state 
taxes  must  be  added  that  of  the  local  taxes  besides, 
which  has  also  grown  considerably  in  some  commimes, 
especially  in  the  large  cities.  This  double  weight  is  not 
only  felt  in  the  many  billions  the  tax  payer  must  give 
to  the  public  treasury,  in  one  form  or  another.  It  is  felt 
also  in  the  exceptional  rise  in  the  cost  of  living  whichi 
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in  a  large  measure,  is  caused  by  the  heavy  consumption 
taxes  imposed  under  the  recent  legislation. 

It  is  extremely  difficult  to  tell  exactly  what  is  the  load 
carried  by  the  tax  payers  in  different  coimtries  or  to 
make  a  comparison  between  them,  which  is  based  on 
dependable  information.  The  Chancellor  of  the  Excheq- 


tax  eontributioDS 
perhMd 

Fitcalyear  to 

Tuneper 

Taxes 

At  par 

At  oarrent 
rates  of 
exchange 

1.  Great  Britain 

2.  United  States 

3.  France 

4.  Italy 

6.  Germany 

Mar.  81, 1914 
Mar.  31,  1920 
Mar.  81,  1921 

June  30, 1914 
June  30,  1919 
June  30,  1920 

Dec.  81,  1913 
Dec.  81,  1919 
Dec.  31,  1920 

June  30,  1914 
June  30,  1919 

Mar.  31,  1914 
Mar.  31,  1920 

£  3  10  10 

21  6    4 

22  0    6 

$6.79 
37.93 
49.41 

103.40  fr. 

209.60 

450 

33.90  U. 
134.30 

31.30  m. 
444.20 

£  1    8    0 

7  16    8 
10    8    0 

4  2    0 

8  6    4 
17  16  10 

1    6    4 

5  6    6 

1  10    8 
21  15    8 

£  1  14  0 

9    9  7 

12    7  0 

2    4  0 
4    9  8 
9  11  6 

0  10  4 
2    2  0 

0    4  4 
8    1  0 

uer,  Mr.  Austen  Chamberlain,  has,  however,  recently 
presented  a  document  to  the  House  of  Commons  in 
which  that  comparison  is  made.  In  order  to  measure  its 
value  you  would  have  to  know  how  it  was  drawn  up.  I 
doubt  whether  it  can  be  considered  other  than  merely 
indicating  the  general  trend  of  the  increase  of  the  tax 
burden  of  the  various  coimtries  compared.  Indeed,  in 
one  respect,  it  is  not  exact,  for  no  one  knows  at  the 
present  moment  what  will  be  the  actual  yield  of  the 
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taxes  established  by  the  laws  of  June  25  and  July  31| 
1920.  The  estimates  made  in  June  and  July,  1020  have 
not  been  confibrmed  by  the  outcome,  which  falls  far  short. 
Again,  the  English  document  does  not  deal  with  the 
local  taxes.  And  finally  and  most  important,  the  weight 
of  the  tax  bimien  depends  mainly  upon  the  capacity  to 
pay.  The  different  economic  positions  of  different  coun- 
tries at  the  present  time  can  be  subjected  to  a  common 
measure  only  with  difficulty.  These  reservations  must 
be  borne  in  mind  when  considering  the  figures. 

Has  the  French  tax  payer  reached  the  end  of  his 
troubles?  The  answer  depends  mainly  upon  the  solution 
made  of  the  f oiur  following  problems. 

First,  the  reduction  of  expenditure,  particularly  of 
military  expenditure. 

Second,  the  settlement  of  the  foreign  debt. 

Third,  the  settlement  of  the  reparation  payments  by 
Germany. 

Fourth,  the  stabilizing  of  foreign  exchange. 

1.  As  regards  reduction  of  military  expenditure.  The 
nationalist  wave  which  rolled  over  all  the  belligerent 
countries  did  not  spare  France.  On  the  morrow  of  the 
war  which  was  to  have  been  the  last  of  all  wars  in  all 
countries  a  very  strong  resistance  against  a  reduction  of 
military  expenditure  can  be  observed.  In  England  and 
the  United  States  it  is  naval  expenditure  that  is  ex- 
tended; in  France  it  is  the  expenditure  upon  land  forces. 
The  naval  policies  of  England  and  of  the  United  States 
appeared,  in  France,  unjustified.  The  French  military 
policy  has  an  excuse;  the  indisputable  resistance  of 
Germany  to  the  execution  of  the  treaty  of  Versailles. 
Besides  many  in  France  criticize  that  military  policy. 

However  that  may  be,  the  figures  of  the  projected 
budget  of  the  Minister  of  War  for  the  financial  year  of 
1921  is  as  follows  (in  francs) : 
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Will  these  military  measures  be  passed?  There  will  be 
strong  opposition. 

The  Minister  of  Finance  has  tried  to  oppose  this  in- 
crease of  military  expenditure.  He  made  (in  October, 
1920)  an  appeal  to  the  high  authority  of  the  President  of 
the  Republic  which  stirred  up  the  constitutional  ques- 
tion of  the  powers  of  the  Minister  of  Finance  and  the 
presidential  powers.  It  would  appear,  however,  that  this 
step  had  no  duccess  for  in  an  official  note,  dated  Octo- 
ber 15, 1920,  it  was  made  known  that  ''the  Minister  of 
Finance  has  received  and  at  once  sent  on  to  the  Finance 
Committee  of  the  Chamber  of  Deputies  the  figures  of 
the  1921  budget  of  the  Minister  of  War.''  It  would  ap- 
pear that  the  Minister  of  Finance  exercised  no  control 
and  therefore  that  the  President  has  not  desired  to  step 
in  or  has  not  succeeded  in  his  intervention. 

The  Finance  Committee  of  the  Chamber  of  Deputies 
has  also  expressed  an  opinion  in  favor  of  a  restrictive 
policy  (Resolution  of  the  Committee,  Oct.  11,  1920). 
It  is,  however,  difficult  to  tell  whether  a  majority  of 
the  Chamber  agrees.  The  coimtry  suffered  so  sadly 
from  the  German  invasion  and  barbarity  that  the 
specter  of  Germany  need  only  be  waved  before  a  French 
Chamber  in  order  to  involve  it  in  military  expenditures. 
The  genuine  disarmament  of  Germany  alone  can  bring 
about  a  change  in  that  mental  state,  and,  as  a  conse- 
quence, a  change  in  military  expenditure.  Having 
escaped  from  a  deadly  peril,  the  immense  majority  of 
Frenchmen  absolutely  do  not  believe  in  the  resignation 
of  Germany;  they  are  firmly  convinced  that  Germany 
will  seize  the  first  opportunity  to  seek  revenge.  And 
once  again  it  will  be  a  question  of  life  and  death.  Under 
these  conditions,  Frenchmen  are  ready  to  agree  to  all 
pecuniary  sacrifices  asked  of  them  rather  than  suffer 
another  invasion.  These  are  feelings  which  peoples  less 
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Allies  to  win  the  war.  The  unaniTnotia  opinion  of  French- 
men is  that  the  unexampled  sacrifices  of  himian  life; 
the  destruction  of  all  kinds  inflicted  upon  the  invaded 
i^ons;  the  complete  stoppage  during  the  foiu*  years 
of  war  of  economic  production,  which  was  entirely  de- 
voted to  the  war;  the  heavy  tribute  paid  by  France  to 
foreign  ship-owners,  especially  to  the  English  —  these 
fully  make  up  for  the  money  advances  made  to  her. 
The  unaninuma  opinion  of  Frenchmen  is  that  to  compel 
France  to  pay  that  foreign  debt  would  not  only  impose 
an  unbearable  burden  upon  her,  but  also  to  perpetrate 
a  serious  injustice.  The  victory  was  won  by  the  com- 
mon effort  of  the  Allies;  the  benefits  and  the  sacrifices 
also  must  be  shared  in  common. 

Besides,  it  would  be  a  grave  mistake  of  policy  to  per- 
mit this  germ  of  discord  to  flourish  in  the  relations  be- 
tween the  United  States,  England,  and  France  —  the 
question  of  the  repayment  of  loans.  Upon  this  matter 
French  opinion  is  altogether  in  agreement  with  Pro- 
fessor Keynes  of  England.  If  the  claims  of  the  Allies 
against  each  other,  arising  out  of  war  loans,  are  not 
plainly  and  simply  abandoned,  and  if  Germany  only 
pays  part  of  her  obligations,  the  result  of  the  war  will 
have  been  to  make  certain  of  the  Allies  pay  a  heavy 
indemnity  instead  of  being  paid.  Such  a  burden  would 
be  all  the  more  bitterly  resented  because  it  would  be 
thought  wholly  imjust.  The  financial  and  political 
consequences  of  such  payments  as  these  cannot  be 
calculated. 

Indeed,  the  experts  do  not  overlook  the  extent  of  the 
sacrifice  which  England  and,  above  all,  the  United  States 
would  be  called  upon  to  make,  if  a  policy  of  mutual 
abandonment  of  debts  be  adopted.  They  know  that  the 
English  and  American  tax  payer  have  not  been  treated 
tenderly,  and  still  have  heavy  taxes  to  meet.    They 
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is  this  view,  at  all  events,  which  has  prompted  the 
government  policy  up  to  the  present  (October,  1920). 

The  idea  of  a  fixed  amoimt,  supported  by  England  is 
—  it  would  be  silly  to  deny  it  —  a  constant  cause  of 
friction  between  the  English  and  French  governments. 
It  is  because  the  two  governments  have  not  been  able  to 
come  to  an  imderstanding  on  this  point  that  the  Finan- 
cial Conference  at  Brussels  in  September-October,  1920 
turned  out  to  be  only  an  academic  gathering,  without 
any  serious  usefulness.  It  is  impossible  to  say  at  the 
present  time  how  the  matter  will  be  settled.  The  settle- 
ment of  the  question,  however,  cannot  long  be  delayed. 
Beginning  with  the  first  half  of  1921  it  should  be  squared 
witii  the  terms  of  the  treaty  of  VersaiUes. 

The  great  question  of  payment  by  Germany  remains. 
How  will  she  make  the  payment?  Will  England  and 
especially  the  United  States  lend  their  financial  asast- 
ance?  WOl  they  discoimt  in  whole,  or  in  part,  the  claims 
of  France  against  Germany?  The  economic  and  finan- 
cial recovery  of  France  is  bound  up  with  the  answers 
of  these  questions.  Public  opinion  cherishes  some  opti- 
mistic and  favorable  hopes  in  the  matter.  The  experts 
fear  the  spirit  of  national  selfishness  which,  since  the 
armistice,  has  steadily  flourished. 

4.  It  is  equally  difficult  to  make  predictions  on  the 
subject  of  the  extension  of  international  credits  to  the 
various  coimtries  of  Continental  Eiux)pe  and  especially 
France.  Without  these  international  credits  trade  b€^- 
comes  difficult,  and  financial  and  economic  recovery  is 
put  off  for  an  indefinite  period.  In  this  matter  also,  the 
Brussels  Conference  in  September-October,  1920  bore  no 
other  fruits  than  the  clear  display  of  a  spirit  of  national 
selfishness. 

To  conclude:  the  financial  and  economic  future  of 
France  is  gloomy.  But  the  vigor  of  the  French  people  is 
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great,  as  their  histoiy  shows;  and  their  spirit  of  economy 
and  thrift  is  traditional.  In  spite  of  the  enormous  diffi- 
culties which  seem  to  stand  in  the  way  of  her  recovery, 
the  French  nation  will  come  out  of  the  terrible  trials  she 
has  experienced,  triumphant.  That  triumph,  no  doubt^ 
will  be  a  matter  of  many  long  years. 

Gaston  JiszB. 
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GENERATING  CYCLES  OF  PRODUCTS 

AND  PRICES 

SUMMARY 

The  major  f eaturee  of  eoonomio  cycles  are  traceable  to  three  primary 
laws:  (1)  the  law  of  the  generating  c^ole  of  raw  materials,  whidi 
10  due  to  a  non-economic  cause;  (2)  the  law  of  demand  for  raw 
materials,  in  consequence  of  which  the  generating  cycle  of  products 
originates  a  derived  pyde  of  prices  for  raw  materials;  and  (3)  the  law 
of  competitive  price,  according  to  which  the  prices  of  finished  goods  in 
an  open  market  tend  to  correspond  with  the  cost  of  production. 

CcMrrelation  of  crop  yields  and  crop  prices,  218.  —  Generating  cyokB 
of  products,  224. — The  derived  cycle  of  prices,  226.  —  Cydes  in  the 
products  of  mines,  228.  —  Cycles  in  )aw  materials,  231.  —  Concluding 
observations,  233. 

A  TELLING  advance  was  made  in  the  theory  of  eco- 
nomic dynamics  when  crises  were  proved  to  be  phases 
of  economic  cycles.  The  spectacular  features  of  crises 
—  panics,  bankruptcies,  collapse  of  prices,  unemploy- 
ment of  labor,  and  subsequent  general  depression  of 
business  —  had  for  some  time  attracted  attention  and 
elicited  innumerable  theories  as  to  their  cause.  A  gen- 
eral characteristic  of  these  theories  was  the  citing  of 
detached,  non-recurring  events  as  the  separate  cause  of 
each  isolated  crisis.  A  war,  a  failure  of  some  conspicu- 
ous establishment,  an  election,  or  a  bad  harvest  were 
among  the  supposed  causes.  With  the  development  of 
the  theory  of  cycles  the  well-marked  stages  of  pros- 
perity, crisis,  decline,  and  depression  were  described 
and  shown  to  be  parts  of  a  general  rhythm  of  industry. 
This  more  ample  view  of  the  vicissitudes  of  business 
suggested  that  if  the  rhythm  as  a  whole  could  be  traced 
to  a  single  cause,  the  f oimdation  would  be  laid  for  long- 
range  forecasting  and  would,  perhaps,  lead  to  the  con- 
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SB  large.  Indeed,  on  the  average  it  makes  practically  two-thirds  of 
the  total  outlay.  If  wares  for  re-sale  be  substituted  for  materials, 
this  proportion  must  run  far  higher  in  wholesale  stores,  while  in  re- 
tail i^ops  it  cannot  be  much  lower  than  in  factories  on  the  average 
and  may  well  be  considerably  higher.  Even  the  transportation  com- 
panies and  enterprises  in  the  extractive  industries  have  to  buy  vast 
quantities  of  current  supplies.  Hence  an  increase  in  the  cost  of  ma- 
terials, wares,  or  supplies  is  often  an  increase  in  the  largest  sin(^ 
item  of  expense,  and  always  an  increase  in  an  important  item.  The 
relative  fluctuations  in  the  prices  of  those  commodities  which  are 
bought  and  of  those  which  are  sold  are  therefore  of  great,  in  many 
cases  of  decisive,  importance  in  determining  profits. 

Concerning  these  relative  fluctuations,  our  definite  information 
<»]isi8ts  of  index-niunbers  for  raw  materials,  partially  manufactured 
inoducts,  and  finished  goods;  also  for  the  same  commodities  at 
idiolesale  and  at  retail.  Now  this  statistical  evidence  points  to  the 
conclusion  that  what  must  be  taken  as  buying  prices  creep  up  on 
selling  prices  during  a  period  of  prosperity.  Of  course  this  move- 
ment .  .  .  threatens  a  reduction  of  profits. 

WhUe  a  difficuUy  of  this  character  seems  to  be  encountered  in  most 
branches  qf  business  it  is  Ukdy  to  become  peculiarly  acute  in  those 
manufacturing  industries  which  use  animal  and  farm  products  as  their 
leading  raw  materials.  For,  following  up  a  suggestion  of  Sombart's, 
we  have  found  that  these  classes  of  products  are  more  erratic  in  their 
price  fluctuations  than  are  the  products  of  mines  and  forests.  Henoe 
an  uncommonly  large  speculative  risk  must  be  borne,  or  insured 
against,  in  such  branches  of  trade  as  meat  packing,  flour  milling, 
ootton  spinning,  woollen  weaving,  tanning,  etc.  Qf  course  this  risk 
exists  during  all  phases  of  the  business  cycle,  but  it  is  augmented  in 
prosperity  by  the  necessity  of  carrying  larger  stocks  of  raw  materials. 
The  census  indicates  that  more  than  three-fourths  cf  all  the"  materials 
purchased  in  the  raw  state"  by  American  factories  in  1900  bdonged  to 
Uds  class  which  is  peculiarly  unstable  in  price.  ^ 

1  W.  C.  MitefaeU,  BudoflH  Cydm,  pp.  481. 482.  To  the  »boTe  stoteinmit  Vtoivmot 
1>fitehell  appends  the  following  note,  p.  482,  note  10. 
"The  sottToes  of  »w  materials  are  ^ven  as  follows: 

From  farms $1,041,000,000 

•  forests 119.000.000 

•  mines 320,000.000 

•  theses 10.000.000 

«     aU  sources $2,490,000,000 

Twelfth  Oeostts  of  the  United  States,  Manufactures,  Part  I,  p.  czxzv." 

There  b  a  sUgbt  error  in  the  above  value  "from  all  sources."    The  aggregate  sum  is 
-92;S00^O0O,00O,  and  this  would  make  the  proportion  contributed  by  the  farms  81.2  per 
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value  of  all  the  crops  produced  in  1919  was,  according 
to  the  estimate  ^  of  the  Secretary  of  Agriculture,  $16,- 
873,000,000,  and  of  this  aggregate  amount  the  above 
six  products  contributed  $11,238,536,000.  The  records 
of  the  yields  and  prices  of  these  six  crops  from  1882  give 
the  49tatistical  material  of  which  use  is  made  in  the  sub- 
sequent investigation. 

As  the  American  production  in  case  of  all  six  of  these 
commodities  is  only  a  part  of  the  world  supply,  our  first 
inquiry  will  be  whether,  notwithstanding  ttns  fact,  the 
domestic  prices  are  immediately  related  to  the  domestic 
jrield.  Furthermore,  as  we  wish  to  eliminate  the  vary- 
ing factor  of  changing  acreage,  our  inquiry  will  take  the 
form  of  ascertaining  whether  the  domestic  prices  of 
these  several  crops  are  immediately  related  to  the  re- 
spective yields  per  acre. 

In  order  to  secure  a  certain  degree  of  comparability 
in  the  graphs,  the  raw  figures  *  of  yield  and  the  corre- 
sponding December  farm  price  were,  for  each  crop,  con- 
verted into  index  numbers  in  which  the  average  yield 
and  the  average  price  for  the  years  1890-^  were  taken 
as  the  respective  bases.  The  graphs  of  these  index 
numbers  of  yield  and  prices  are  given  in  Figures  1,  2,  3. 
In  each  of  the  six  graphs  of  yield  and  the  six  graphs  of 
prices  the  statistics  show  a  secular  trend  which  must  be 
ascertained  as  a  preliminary  to  the  work  of  finding  the 
relation  between  the  variations  in  yield  and  the  varia- 
tions in  prices.  In  each  of  the  twelve  curves  the  secular 
trend  was  obtained  by  fitting  a  curve  of  the  type  y  ^  a 
+  hx  +CX*  +  ds^to  the  data,  and  the  resulting  equ£^ 
tions  were  found  to  be  those  that  are  given  in  the  des- 
criptions of  Figures  1,  2,  and  3.  The  origins  of  the 
equations  are  different  in  the  two  graphs,  because  the 

^  Yearbook  of  the  Department  of  Acrioulture,  1019,  p.  17. 

*  The  raw  ficaree  of  yield  per  aore  and  December  farm  prices  were  taken  from  the 
Yearbooks  of  the  Department  of  Acrioulture. 
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crops  are  taken  from  1880  to  1918,  and  the  prices,  owing 
to  the  abnormal  fluctuations  during  the  war,  only  from 
1880  to  1914. 
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Seeukur  tienda  in  the  index  numben  of  the  yield  and  price  of  corn  and  wheat. 

Corn:   meld,  y  -  103.0  +   .888s  -  .0032xi  -  .002,233x*.  origin  at  1899; 

Price,  y  -  102.4  +  1.090»  +  .2276z*  -  .001.288x>,  oricin  at  1897. 

Wheat:   Yield,  y  -  102.1  +    .962s  -  .0004x>  -  .001.101s*,  ori«in  at  1899; 

Price,  y  -    99.2  -H  1.067s  +  .1780xi  -  .006.670s*,  origin  at  1897. 
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Secular  tienda  in  the  indoz  numben  of  the  yield  and  prloe  of  oata  and  hay. 
Oata:  Yield,  y  -  106.7  +   .806c  +  .036&i«  -  .000.03&b«,  oricin  at  1800; 

Price,  y  -  100.6  +  1.70Qx  +  .1602z«  -  .0064l71s«,  oricin  at  1807. 
Hay:   IHeld,  y  -  104.0  +  1.1660  -  .0040x>  -  .001.81A>*.  origin  at  1800; 

Price,  V  -  103.1  +  1.606s  +  .1882ss  -  .00i.042c«,  origin  at  1807. 
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Ptttotoes:  meld,  y  -  lOa^  +  LMSs  +  .01700^  -  .00i.48&B«.  origin  »t  1800; 

Priee.  y  •  101.6  +  1.612s  -f  .0021«i  -  .006,101x*.  origin  At  1807. 

Cotton:  ineld.  y  -  101.2  +   .M8s  -  .0881x*  -  .OOl.OOLr*.  origin  At  1800; 

Priee.  y  -  111.0  +  2.688s  +  .1667s«  -  .000.63«c«.  origin  At  1807. 
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The  next  step  in  the  inquiry  is  to  determine  whether 
the  percentage  variations  of  the  yields  of  the  several 
crops  from  their  respective  secular  trends  are  related  to 
the  corresponding  percentage  variations  of  prices  from 
the  respective  secular  trends  of  prices.  The  method  of 
investigation  will  be  made  clearer  by  an  illustration. 
The  equation  descriptive  of  the  secular  trend  in  the 
yield  of  com  was  found  to  be  y  =  103.9  +  .838x  — 
.0032x»  -  .002,233x»  with  origin  at  1899.  The  graph  of 
this  equation  is  the  smooth  curve  in  the  upper  part  of 
Figure  1.  The  equation  descriptive  of  the  secular  trend 
of  the  December  farm  price  of  com  was  found  to  be 
y  =  102.4  +  1.690X  +  .2275x»  -  .001,288a;»,  with  origin 
at  1897,  the  graph  of  which  is  also  given  in  Figure  1. 
The  percentage  deviations  from  the  secular  trend  of 
the  actual  yield  per  acre  for  the  separate  years  from 
1880  to  1914  were  computed,  and  these  percentage  de- 
viations were  then  correlated  with  the  corresponding 
percentage  deviations  of  the  actual  prices  from  the  price 
secular  trend.  Table  I  in  the  Appendix,  which  refers  to 
com,  gives  an  illustration  of  the  computations.  Similar 
calculations  were  made  for  the  remaining  five  crops,  and 
the  coefficients  of  correlation  between  the  correspond- 
ing percentage  deviations,  for  the  years  1880-1914, 
were  computed.  Theresultingcoefficients  were  these: 

Com r  -  -  .78 

Wheat  r--.23 

Cotton r  —  —  .46 

Hay  r  -  -  .©8 

OatB f  -  -  .67 

Potatoes f  -  -  .90 

Notwithstanding  the  fact  that  the  American  produc- 
tion of  these  crops  is  only  a  part  of  the  world  supply, 
there  is  an  inverse  relation  between  the  percentage  de- 
viations of  the  yield  per  acre  of  our  crops  and  the  per- 
centage deviations  of  the  corresponding  prices. 
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able  length  is  in  the  neighborhood  of  eight  years.  When 
the  probable  period  of  eight  years  is  computed,  its 
maxima  are  fomid  to  occur,  approximately,  at  1882, 
1890,  1898,  1906,  1914.  The  graph  of  the  eight-year 
cycle  is  given  in  the  lower  part  of  Figure  5.  This  out- 
come of  the  calculations  is  gratifying  because  of  its  con- 
sonance with  results  that  have  already  been  obtained. 
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—  1.295x  —  .02  is  used  as  a  forecasting  formula.  The 
lower  half  of  Figure  6  shows  the  generating  eightr-year 
cycle  in  the  yield  per  acre  of  the  crops  and  the  derived 
eight-year  cycle  in  the  prices  of  the  crops.  The  equation 
of  the  generating  cycle  of  products  was  obtained  in  the 
preceding  section.  The  derived  cycle  of  prices  was 
computed  from  the  generating  cycle  of  products  by 
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and  the  index  nuznben  of  prices  forecast  from  the  index 
numbers  of  the  yield  per  acre  by  means  of  the  formula 
y  -  -  IMBx  -  .02. 
Lower  part:   Generating  oydes  of  the  yield  per  acre  of  the  crops, 
y  -  1.6  +20.0 sin  (45«l  +  lOf^),  origin  at  1882; 
DeriTed  cycles  of  prices  of  the  crops  computed  from  the  gen- 
erating  oydes  of  yield  by  means  of  the  formula, 
y  --l.29fa-.02. 
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any  periodicity  in  their  production,  the  procedure  was 
sunilar  to  that  which  was  followed  in  the  case  of  the 
yield  of  the  crops.  The  raw  figures  ^  of  production  were 
first  reduced  to  index  numbers  in  which  the  mean  pro- 
duction for  1890-99  was  placed  as  equal  to  100.  The 
graphs  of  the  index  nimibers  of  production  are  given  in 
Figure  6.  Because  of  the  enormous  and  irregular  in- 
crease in  the  production  of  both  coal  and  iron  in  the  in- 
terval imder  investigation,  1881-1913,  the  description  of 
the  secular  trends  by  means  of  single  equations  requires 
the  use  of  a  slightly  more  complex  curve  than  the  one 
employed  in  the  treatment  of  the  yield  and  prices  of 
farm  products.  In  the  latter  case  a  parabola  of  the  type 
y  =  a+6a:+cx*+dx'  was  f  oimd  to  give  a  satisfac- 
tory fit.  But  in  the  description  of  the  secular  trends  in 
the  production  of  coal  and  iron  an  additional  term  was 
added  to  the  above  equation,  and  a  parabola  of  the 
fourth  order  y=^a+bx+cx*+do^+ex*^  was  fitted 
to  the  data.  The  graphs  in  Figure  6  show  the  secular 
trend  of  both  coal  and  iron,  and  the  corresponding  equar 
tions  are  given  in  the  legend  descriptive  of  Figure  6.  . 

After  the  secular  trend  of  coal  and  the  secular  trend  of 
iron  were  ascertained,  the  percentage  deviations  of  the 
production  of  each  commodity  in  the  years  from  1882- 
1913  were  computed.  These  percentage  deviations  were 
then  combined  into  an  index  niunber  of  the  deviations 
in  the  production  of  coal  and  iron  by  summing  the  per- 
centage deviations  for  each  year.  The  data  are  given  in 
Table  V  of  the  Appendix.  Because  of  the  abnormal 
demand  for  coal  and  iron  during  the  war  the  figures 
were  not  extended  beyond  1913. 

If  now  the  index  niunbers  of  the  deviations  in  the 
production  of  coal  and  iron  from  1882  to  1913  are  scru- 

1  The  figures  were  taken  from  the  Statiatical  Abstrmot  of  the  United  States,  191S, 
pp.  689.  090. 
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tmised  with  a  view  to  discovering  periodicities,  we  find 
that  the  periodograph  takes  the  shape  that  is  pictured 
in  the  second  curve  in  Figure  4.  The  data  are  given^in 
Table  III  of  the  Appendix. 
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INMX  NUMKKS  or  IMC  mOMCnON  or  PM  IRON 
IN  TMC  UNITED  STJKTtS 


aoi 


l»IO  «M 


FkouxB  6 

Secular  tienda  in  the  index  numben  of  the  production  of  coal  and  pig  iron  in 
the  United  SUtea. 

Ckwl:  y  -  114.1  +7.777x  +  .4131x*  -  .000,751x*  -  .0003Hlx«.    origin 
at  1897; 
Pic  Iron:  y  -  110.4  +  9.l99x  +  .4110aB«  -  .(Xtt^Lr*  -  .000,723ftc«,    origin 
at  1807. 
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It  is  obvious  from  the  periodograph  that  if  there  are 
real  cycles  in  the  production  of  coal  and  iron,  the  most 
probable  are  in  the  neighborhood  of  eight  and  eleven  or 
twelve  years  in  length,  but  in  the  present  paper  we  shall 
confine  the  discussion  to  the  eight-year  cycle.  When 
the  equation  to  the  eight-year  cycle  is  computed,  the 
maxima  are  found  to  occur  approximately  at  1882, 
1890,  1898,  1906,  1914.  And  if  the  eight-year  cycle  m 
the  production  of  coal  and  iron  is  graphed  and  comb- 
pared  with  the  graph  of  the  eight-year  cycle  in  the  yield 
of  the  crops,  the  coal  and  iron  curve  is  found  to  lag 
about  thr^tenths  of  a  year  behind  the  curve  for  the 
crop  yield.  The  graphs  are  given  at  the  top  of  Figure  7. 

Cycles  in  the  Production  op  the  Raw 
Materials  of  Manufactukb 

The  production  of  the  farms  and  the  mines  taken 
separately  tends  to  run  in  eight-year  cycles,  the  cycles  of 
the  raw  materials  from  the  mines  inclining  to  lag  a  few 
months  behind  the  cycles  in  the  yield  of  the  crops.  The 
farms  and  the  mines  together  supplied,  in  1900,  95  per 
cent  of  the  raw  materials  of  American  factories,  and, 
consequently,  their  joint  production  affords  both  an 
adequate  measure  of  the  changes  in  the  volume  of  raw 
materials  and  a  valuable  index  of  the  changes  in  the 
physical  volume  of  trade.  Is  there  any  regularity  in  the 
joint  production  of  the  farms  and  the  mines  ? 

In  the  same  manner  in  which  we  constructed  an  index 
number  of  the  yield  of  the  crops  and  an  index  number 
of  the  production  of  coal  and  iron,  we  made  an  index 
number  of  the  raw  materials  of  manufactiu^.  The  per- 
centage deviations  of  the  yield  of  the  crops  and  the  per- 
centage deviations  of  the  production  of  coal  and  iron 
were  summed,  and  the  aggregate  percentage  deviations 
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Eight-Year  Cycles  in  Crom 

EMHT-YkAR  Cycles  in  Coal  and  iron 


*XL 


«io^  ^ 


1914 


CHHT-YCAROrciES  m  Rmm  Materials 
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FiauRB  7 
Cydes  in  the  sfield  of  the  oropB,  the  production  of  coal  and  iron,  and  the  pro- 
duction of  the  raw  materials  of  manufacture. 

Crope:  y  -  20.0  ain  (45"^  +  \iXP\  origin  at  1882; 

Coal  and  Iron:  y  -  11.0  sin  {.^H  +  WP),  ori«in  at  1882; 

Raw  Materials:  y  -  30.3  sin  (i5*>l  +  lOS*").  origin  at  1882. 

were  regarded  as  the  index  numbers  of  the  production  of 
raw  materials.  The  data  are  given  in  Tables  II  and  V  of 
the  Appendix. 

When  the  index  numbers  of  raw  materials  from  1882 
to  1913  were  scrutinized  for  the  purpose  of  discovering 
periodicities,  it  was  found  that  the  periodograph  took 
the  shape  of  the  bottom  curve  in  Figure  4,  showing  that 
if  there  is  a  cycle  in  the  production  of  raw  materials  of 
manufacture  in  the  United  States,  its  probable  length  is 
about  eight  years.  The  computations  referring  to  the 
periodograph  are  given  in  Table  III  of  the  Appendix.  If 
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the  eight-year  cycle  in  the  production  of  the  raw  mate- 
rials of  manufacture  is  computed,  its  maxima  will  occur, 
approximately,  at  1882, 1890, 1898, 1906, 1914,  and  the 
graph  of  the  cycle  will  run  in  the  manner  described  in 
the  bottom  curve  of  Figure  7. 

There  are  two  observations  with  regard  to  the  theory 
of  economic  cycles  that  need  to  be  emphasized  by  fre- 
quent repetition.  The  first  was  made  by  Professor 
Aftalion,  the  second  by  Rodbertus. 

After  estimating  the  average  length  of  cycles  since 
1857  at  approximately  eight  years.  Professor  Aftalion 
stated  that  the  essential  problem  in  the  theory  of  eco- 
nomic cycles  is  to  discover  the  cause  of  the  rhythm. 
'^L'observation  du  rythme  de  la  production  g^n^rale 
fait  .  .  .seulement  comprendre  la  aurvenance  d'une 
hausse,  puis  d'une  baisse  g^n^rale  des  prix,  I'existence 
d'un  rythme.  Elle  ne  nous  donne  pas  I'explication  de  la 
dur^  de  cette  hausse  ni  de  cette  baisse,  de  la  dur^e  des 
phases  du  rythme."  ^ 

In  one  of  the  briefer  essays  of  Rodbertus,  "Physio- 
kratie  und  Anthropokratie," '  the  initiator  of  the  socialist 
theory  of  business  cycles  stresses  the  importance  of  dis- 
covering the  natural  cause  of  the  economic  rhjrthm  in 
order  that  society  may  set  about  adjusting  itself  in  the 
light  of  the  acquired  knowledge.  He  draws  the  dis- 
tinction between  the  rule  of  nature  —  Physiokratie  — 
and  the  rule  of  man  —  Anthropokratie.  Quesnay  and 
Adam  Smith  and  their  followers,  according  to  Rodber- 
tus, regarded  the  problems  of  social  science  primarily 
from  the  point  of  view  of  physical  science  and  were  led 
to  the  maxim  ^^laiasez  aUer  et  laiasez  passer;  le  monde  va 
de  luir^mSmeJ^    By  contrast  Rodbertus  would  empha- 

1  Albert  Aftalion,  Lei  CriMs  pftriodiques  de  surproduotion,  toL  ii,  i>p.  41, 42. 
*  Rodbertii»JaaeUow,  Briafe  and  SooialpolitiMhe  AuleiUe. 
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mxe  the  great  possibilities  of  social  progress  through  the 
intervention  of  the  state  and  the  utilization  of  natural 
laws  for  social  purposes.  With  regard  to  the  specific 
problem  of  economic  cycles,  the  natural  law  and  cause 
of  the  rhythm  must  be  discovered  and  then  utilized  by 
society  for  its  own  ends.  '^Sich  im  Staatsleben  Nature 
gesetzen  zu  unterwerfen,  heisst,  sich  des  'Gdttlichen'  im 
Menschen  begeben,  heisst,  von  socialen  Organismen, 
muthwillig  in  Erankheit  und  Tod  gehen. 

Nach  ewigen,  eh'men 
GroflBOQ  Geaetien 
Mlteen  wir  Alle 
Uns'res  Daaeins 
Eieise  voUenden. 
Nur  aUein  der  Menaoh 
Vermag  das  UnmOgliche; 
Er  untersdieidety 
WftUet  und  richtet; 


Er  allem  darf 


Allea  Inendoy  Schweif ende 
NQtilich  verbinden." 

Goethe:  Daa  CHMiche. 

Henbt  Ludwell  Moobb. 

Columbia  Uniybbsitt. 
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Tabia  in.  —  Pebiodogramb  of  thb  Index  Numbbbs  of  thb  Ydbld 

PUB  ACBB   OF  THB   CbOFB,  THB  PBODUCIION   OF  COAL  AND  IbON, 
AND  THB  PBODUCnON  OF  THB  RaW  MaTBBIALB  OF  MaNTTFACTDBB 


Length 
oHhe 

Square  of  the  amplitude 

orele 

Crops 

Coal  and  iron 

Raw  material! 

3 

148.65 

14.12 

182.17 

4 

41.15 

42.37 

110.64 

5 

67.18 

24.41 

5.92 

6 

65.20 

13.13 

11.45 

7 

319.21 

21.03 

725.32 

8 

401.24 

120.41 

919.26 

9 

123.92 

70.41 

170.32 

10 

155.16 

87.49 

16.42 

11 

129.95 

176.26 

211.03 

12 

54.31 

237.70 

368.68 
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Tablb  IV.  —  Index  Numbsbs  of  thb  Dbcbmbbb  Fabm 

Pbicbb  of  Six  Crops 


Year 

Penentace  dsriatioos  from  the  retpeotiTe  trendi  of  the 
index  numben  of  the  Deoember  farm  prioee 

Combined 
index 

Com 

Wheat 

Oats 

Potatoes 

Hay 

Cotton 

number 

1882 

+  6.0 

-  4.9 

+  3.1 

-  2.5 

-  4.5 

-  5.7 

-     8.5 

1883 

-  3.1 

+  3.0 

-  4.8 

-22.8 

-15.7 

0.0 

-  43.4 

1884 

-15.6 

-22.7 

-16.0 

-25.5 

-12.3 

+  6.4 

-  85.7 

1885 

-18.8 

-  3.3 

-  9.6 

-12.3 

-  2.6 

+  2.5 

-  44.1 

1886 

-  6.2 

-10.3 

-  1.8 

-  5.8 

-  1.8 

+  2.6 

-  23.3 

1887 

+17.3 

-  7.1 

+  2.8 

+40.6 

+20.2 

+11.8 

+  85.6 

1888 

-  7.5 

+31.5 

-  2.9 

-15.2 

+  8.5 

+14.9 

+  29.3 

1889 

-21.2 

+  1.9 

-ia8 

-24.5 

-11.5 

+17.1 

-  57.0 

1890 

+44.1 

+25.5 

+54.5 

+62.9 

+  1.0 

+20.1 

+208.1 

1891 

+16.8 

+26.7 

+15.3 

-23.7 

+  6.0 

+  1.0 

+  42.1 

1892 

+14.0 

-  4.0 

+16.5 

+41.2 

+  8.0 

+16.5 

+  92.2 

1893 

+  7.1 

-16.3 

+  9.3 

+26.8 

+14.0 

-  2.9 

+  38.0 

1894 

+33.3 

-23.5 

+20.6 

+13.3 

+12.0 

-36.2 

+  19.5 

1895 

-27.0 

-20.4 

+26.5 

-44.4 

+  9.0 

+  3.8 

-105.5 

1896 

-38.6 

+13.3 

-32.3 

-41.0 

-15.7 

-11.0 

-125.3 

1897 

-25.5 

+25.3 

-24.7 

+11.8 

-15.5 

-12.6 

-  41.2 

1898 

-20.2 

-11.0 

-  9.8 

-16.5 

-24.8 

-27.2 

-109.5 

1899 

-17.8 

-12.7 

-14.3 

-22.9 

-11.2 

-13.7 

-  92.6 

1900 

-  5.5 

-  8.7 

-13.1 

-16.9 

+  6.4 

+10.8 

-  26.0 

1901 

+54.9 

-10.4 

+30.9 

+45.9 

+16.9 

-18.5 

+118.7 

1902 

+  0.9 

-11.1 

-  2.7 

-11.7 

+  2.6 

-13.4 

-  35.4 

1903 

+  2.5 

-  4.5 

+  6.0 

+13.3 

0.0 

+16.0 

+  33.3 

1904 

+  2.4 

+24.8 

-  5.0 

-18.3 

-  7.3 

-  3.7 

-     7.1 

1905 

-  8.5 

-  1.7 

-13.9 

+  9.4 

-11.8 

+13.8 

-  12.7 

1906 

-14.1 

-14.3 

-  9.5 

-10.9 

+  3.8 

-  2.1 

-  47.1 

1907 

+  6.4 

+  9.8 

+23.3 

+  5.8 

+13.3 

+  4.1 

+  62.7 

1908 

+19.7 

+13.6 

+27.8 

+20.5 

-15.1 

-14.9 

+  61.6 

1909 

+  9.8 

+18.0 

+  6.6 

-  9.7 

-  4.2 

+33.1 

+  53.6 

1910 

-13.1 

+  3.8 

-11.4 

-  7.2 

+  7.4 

+33.3 

+  12.8 

1911 

+  7.2 

0.0 

+13.3 

+32.8 

+22.9 

-17.4 

+  58.8 

1912 

-19.4 

-14.7 

-21.2 

-16.7 

-  1.3 

+  9.6 

-  63.7 

1913 

+  9.9 

-12.2 

-  6.0 

+13.5 

+  0.6 

+12.0 

+  17.8 

1914 

-  2.1 

+  7.1 

+  3.9 

-19.8 

-12.0 

-37.3 

-  60.2 

Tabu  V.  —  Index  Nvkbxbb  or  Coal  asd  Pia  Ibon 


INDEX  NUMBERS  OF  THE  TOTAL 
COST  OF  LIVING 

SUMMARY 

I.  The  use  of  index  numbers  of  cost  of  living  stimulated  by  war  condi- 
tions,  241.  —  II.  Food  prices  and  cost  of  living  may  diverge,  243.  — 
in.  A  fixed  collection  of  conmiodities  and  services  forms  the  basis,  244. 
—  IV.  The  methods  of ''  proportional "  and  of ' '  aggregate ' '  expenditure, 
246.  —  The  proportional  method  gives  a  more  correct  arithmetical  re- 
sult, 250.  —  The  aggregate  method  more  easily  imderstood,  250. — 

V.  Considerations  important  in  the  index  number  for  food,  252. — 

VI.  Index  numbers  for  other  groups  of  articles,  256.  —  VII.  American 
index  numbers  are  fitted  to  localities,  English  are  not,  259.  —  Conclud- 
ing criticism:  the  methods  of  constructing  index  numbers  not  ade- 
quately explained,  262. 


For  a  number  of  years  the  bureaus  of  labor  in  all  the 
more  important  industrial  countries  have  published 
index  numbers  designed  to  throw  light  upon  changes  in 
the  cost  of  living.  The  index  numbers  of  this  kind  in 
existence  at  the  outbreak  of  the  war  differed  among 
themselves  both  in  the  intervals  at  which  changes  were 
calculated  and  in  the  groups  of  expenditure  included. 
In  1914  the  United  States  Bureau  of  Labor  Statistics 
was  compiling  a  monthly  index  niunber  of  retail  food 
prices.^  The  Board  of  Trade  in  England  was  issuing  a 
similar  annual  index  number.  The  Canadian  Labour 
Department  was  maintaining  a  monthly  index  number 
of  the  cost  of  food,  laundry  starch,  coal,  wood,  coal  oil 
and  rent.  In  Australia,  the  Commonwealth  Bureau  of 
Statistics  was  issuing  annually  an  index  number  of 
groceries,  food  and  rent.  Similar  measures  of  the  cost  of 

>  The  Bureau  sIbo  published  at  intervala  the  prices  of  gas  and  coal,  but  these  prices 
were  not  combined  to  form  an  index  number  of  fuel  and  lighting. 

240 
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living  were  maintained  in  other  countries.  None  of  the 
index  numbers  in  existence  in  1914,  however,  were  well 
adapted  to  serve  as  an  element  in  the  determination  of 
wage  disputes  in  a  time  of  rapidly  changing  prices.  The 
greater  part  of  these  index  numbers  appeared  only  at 
considerable  intervals  —  usually  a  year  —  and  none  of 
them  covered  the  entire  cost  of  living. 

As  the  cost  of  Uving  increased  during  the  wax,  and  as 
wage  adjustments  came  more  and  more  under  govern- 
mental control,  the  argument  that  wages  should  be  in- 
creased in  proportion  to  the  increase  in  the  cost  of  living 
figured  more  and  more  largely  in  questions  of  wage  ad- 
justment. It  became  highly  important,  therefore,  that 
the  extent  of  the  increase  in  the  cost  of  living  should  be 
determined  frequently  and  with  as  much  fullness  as 
circimistances  permitted. 

The  development  of  the  English  index  number  will 
serve  as  an  illustration  of  the  e£fect  of  these  considera- 
tions. In  the  autiunn  of  1914,  the  Board  of  Trade  began 
to  publish  its  index  number  of  food  prices  at  more  fre- 
quent intervals,  and  it  shortly  became  a  monthly  index 
number.  In  the  September,  1915  number  of  the  Labour 
Gazette,  the  following  warning  was  given : 

This  figure  [the  index  number  of  food  prices]  relates  to  food  only; 
and  in  estimating  the  increased  cost  of  living  generally,  this  increase 
must  not  be  applied  to  total  family  expenditure,  but  only  to  that 
portion  which  is  expended  on  food.  On  the  whole  the  increase  in 
other  items  of  working  class  expenditure  has  been  considerably  less, 
especially  as  regards  rent. 

In  June,  1916  a  new  index  number  which  included  all 
groups  of  expenditure  was  established.  It  is  a  measure  of 
the  "average  cost  of  living  of  the  working  classes,"  and 
has  been  published  monthly  since  that  date. 

In  the  United  States  the  inauguration  of  the  index 
number  of  the  total  cost  of  living  resulted  from  a  clause 
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that  in  fixing  the  wages  of  raihx>ad  employees,  the  Labor 
Board  shall  take  into  consideration  as  one  of  the  ele- 
ments the  relation  between  wages  and  the  cost  of  living. 
The  review  of  the  problems  involved  in  the  making  of 
the  American  and  English  index  numbers  of  the  total 
cost  of  living  midertaken  here  is  concerned  primarily 
with  the  use  of  such  index  numbers  as  elements  in  fixing 
wages.  The  consideration  of  other  index  numbers  of  the 
same  kind,  brought  into  existence  by  the  war,  has  not 
been  attempted,  either  because  the  principle  on  which 
they  are  constructed  differs  from  that  adopted  by  the 
makers  of  the  English  and  American  index  numbers,  or 
because  the  details  of  their  construction  have  not  been 
sufficiently  revealed.^ 

II 

The  view  has  been  entertained  by  some  economists 
that  changes  in  an  index  number  of  the  total  cost  of 
living  were  likely  to  correspond  fairly  closely  with 
changes  in  the  index  number  of  the  cost  of  food.*  Both 
the  English  and  American  index  numbers  show,  how- 
ever, that  there  is  frequently  a  considerable  divergence. 
For  example,  the  index  number  of  food  prices  for  Jack- 
sonville, Florida,  for  June,  1920  showed  an  increase  of 
90  per  cent  over  December,  1914,  while  the  index  num- 
ber for  the  total  cost  of  living  showed  an  increase  of  116 
per  cent.  This  is  an  extreme  case,  but  differences  almost 
as  great  appear  in  the  same  period  for  other  American 
cities. 

So  far  from  its  being  true  that  the  two  kinds  of  index 
numbers  give  identical  results,  it  appears,  from  both  the 

>  Index  numben  of  the  Mune  general  oharaoter  are  now  maintained  in  Norwajt 
Denmark  and  in  certain  Italian  oitiee. 

*  In  a  paper  by  Dr.  I.  M.  Rubinow  in  the  American  Economic  Review,  voL  iv,  pp. 
798-817  the  conduiions  aa  to  the  movement  of  real  wages  are  baaed  on  the  aaeumptiQii 
that  changes  in  the  index  number  of  food  prioea  coincide  with  changes  in  the  total  eoet 
of  living.  See  also,  Adams  and  Sumner,  Labor  Problems,  p.  612. 
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English  and  American  figures;  that  food  prices  advanced 
much  more  rapidly  during  the  early  part  of  the  war  and 
were  only  slowly  overtaken  by  the  total  cost  of  living. 
Over  considerable  periods  of  time  the  correspondence 
between  the  cost  of  food  and  the  cost  of  living  is  prob- 
ably closer  than  over  shorter  periods.  In  wage  adjust- 
ments, however,  the  periods  of  time  for  which  knowledge 
as  to  price  changes  is  desired  are  comparatively  short, 
and  it  is  primarily  for  use  in  wage  adjustments  that 
index  numbers  of  the  cost  of  living  are  used.  Moreover, 
it  is  not  certain,  and  will  not  be  imtil  index  numbers  of 
the  total  cost  of  living  have  been  compiled  for  a  series  of 
years,  just  how  close  is  the  correspondence  between  food 
prices  and  the  total  cost  of  living. 


Ill 

In  the  construction  of  the  English  and  American  index 
numbers  of  the  total  cost  of  living,  the  fundamental 
principle  is  the  same,  viz.,  that  the  change  to  be  meas- 
ured is  the  change  in  the  cost  of  a  collection  of  com- 
modities and  services  which  shall  remain  imaltered  in 
quality  and  amoimt.  The  quantity  of  goods  taken  as 
the  basis  of  the  calculation  is  that  purchased  in  the 
ori^nal  period.  The  English  and  American  index  num- 
bers are  designed,  therefore,  to  show  ''the  average  in- 
crease in  the  cost  of  maintaining  the  pre-war  standard  of 
living  of  the  working  class." 

^th  changes  in  relative  prices,  changes  in  the  rela- 
tive amounts  of  different  goods  purchased  are  constantly 
occurring,  but  allowance  for  the  effect  of  such  changes 
are  not  made  in  the  calculation  of  these  index  nimibers.^ 

1  The  index  numbers  of  the  totftl  ooet  of  living  made  during  the  war  in  Denmark 
(Copenhagen)  and  Norway  make  aUowanoe  over  certain  periods  for  changes  due  to 
ohaoges  in  relative  prices,  in  the  relative  amounts  of  foods  consumed.  They  differ, 
tlierefore,  in  prino^e  from  the  American  and  ig«gH«K  index  numbers. 
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If  the  changes  so  occasioned  in  the  relative  amounts  of 
different  commodities  consumed  are  of  sufficient  magni- 
tude, the  efficacy  of  the  index  nimiber  as  a  measure  of 
changes  in  the  cost  of  living  is  destroyed,  since  the  siun 
of  satisfactions  derived  from  the  amoimt  of  money  re- 
quired to  purchase  the  articles  in  the  original  list  is  now 
greater  by  an  indeterminate  amoimt  than  the  satisfac- 
tion yielded  by  the  ori^al  list.^ 

On  the  ground  that  the  '' regimen"  set  up  as  a  stand- 
ard in  an  index  nimiber  of  the  total  cost  of  living  is  not 
sufficiently  stable,  Mr.  G.  H.  Knibbs,  Commonwealth 
Statistician  of  Australia,  has  argued  that  index  num- 
bers of  the  total  cost  of  living  are  less  satisfactory  than 
index  nimibers  covering  a  smaller  number  of  expendi- 
ture groups.    Mr.  Knibbs  says: 

Investigatioiis  have  proved  that  the  percentage  of  expenditure  on 
food  is  far  greater  in  families  having  small  incomes  than  in  those 
having  larger  incomes,  thus  indicating  that  economies  in  expenditure 
are  primarily  effected  in  regard  to  matters  other  than  food.  The 
same  is  true,  but  to  a  less  extent,  in  the  case  of  house  rent,  while,  on 
the  other  hand,  the  relative  expenditure  on  amusements,  luxuries, 
and  miscellaneous  matters  is  far  greater  in  the  case  of  families  having 
large  incomes.  Expenditure  on  clothing  remains  at  a  fairly  constant 
percentage  in  all  families  grouped  according  to  income.  .  .  .  The 
effect  of  changes  in  prices  on  cost  of  living  should  obviously,  there- 
fore, be  primarily  investigated  from  the  standpoint  of  those  com- 
modities, for  which  the  need  is  first  satisfied,  and  in  regard  to  which 
changes  in  price  thus  have  their  full  influence  on  the  totality  of  pur- 
chases which  can  be  made  with  a  fixed  income.  The  result  is  that 
those  items  of  expenditure  which  have  been  excluded  from  this  in- 
vestigation do  not  adversely  affect  the  validity  and  utility  of  the 
index  numbers  computed  to  show  the  variation  in  cost  of  living  due 
to  price-fluctuations.  The  truth  of  the  matter  is  that  if  all  branches 
had  been  included  a  fictitious  result  would  have  been  obtained,  since 
total  aggregate  expenditure  is  fixed  and  does  not,  in  the  majority  of 
cases,  vary  with  prices,  and,  therefore,  the  distribution  of  expendi- 
ture on  luxuries,  amusements,  etc.,  does  not  contribute  a  substan- 

1  On  aeoount  of  such  changes  from  1914  to  1918  the  Engliah  Workinc  CImms  Cost  of 
living  Committee  decided  not  to  use  the  "fixed  re^men"  method  and  adopted  inatfiad 
the  "expenditure**  method  of  meaaoring  changes  in  the  coat  of  Hving  in  England  from 
1914  to  1918.  See  Report  of  the  Committee  [Cd.  8980],  1918. 
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tiaHy  constant  regimen,  but  one  which  has  to  be  restricted  to  the 
surplus  available  after  payment  for  food,  housing  accommodation, 
other  necessaries,  and  conventional  comforts.  .  .  .^ 

It  will  be  noted  that  Mr.  Enibbs'  argument  turns  on 
the  assumption  that  ''total  aggregate  expenditure  is 
fixed  and  does  not  vary  with  prices."  The  use  of  index 
numbers  of  the  cost  of  living  in  wage  disputes  rests,  of 
course,  on  a  directly  contrary  assumption.  The  ques- 
tion there  is:  What  wage  would  give  the  workmen  the 
same  standard  of  living  as  they  enjoyed  at  some  pre- 
ceding time?  Any  effect  on  the  ''regimen"  of  an  insuffi- 
ciency in  income  to  purchase  the  original  "regimen"  is 
ex  hypothesi  ruled  out.  Only  changes  in  the  relative 
amounts  piurchased  due  to  price  divergences  affect  the 
validity  of  the  index  number.'  There  is  no  reason  to 
believe  that  such  price  divergences  are  more  marked 
among  the  expenditure  groups  taken  as  a  whole  than 
among  those  included  in  the  Australian  index  nimaber.* 

IV 

In  making  an  index  number  of  the  total  cost  of  living 
the  natural  order  of  procedure  is,  first  to  construct  index 
numbers  of  the  various  groups  included  in  the  total  cost 
of  living,  e.  g.,  food,  clothing,  etc. ;  and  then  to  combine 
these  into  an  index  number  of  the  cost  of  living.  For 
convenience  in  description,  this  order  will  be  reversed 
here,  and  consideration  will  be  given  first  to  the  methods 
used  in  combining  the  group  index  numbers. 

There  were  two  possible  methods  of  combination 
open  to  the  makers  of  the  English  and  American  index 

1  Report  No.  1,  Labour  and  Indiotrial  Branoh,  Commonwealth  Bureau  of  Censua 
and  Btatistioa,  Melbounie,  1912,  p.  19. 

*  Rationing  may  be  regarded  as  an  extreme  form  of  price  divergence. 

*  In  later  number*  oi  the  Report*  of  the  Labour  and  Industrial  Branch,  Mr.  Knibba 
does  not  repeat  this  argument,  but  def enda  the  exoluiion  of  certain  expenditure  groups 
from  the  Auatralian  index  number  on  different  grounds. 
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numbers,  both  of  which  are  in  accord  with  the  principles 
on  which  these  index  numbers  are  based.  The  group 
index  mmibers,  representing  the  cost  of  piurchasing  at 
different  dates  the  standard  list  of  commodities  for  the 
groups,^  might  have  been  left  as  absolute  niunbers  and 
merely  added  together  to  give  the  index  niunber  of  the 
total  cost  of  living.  This  method  —  ordinarily  known  as 
the  ''aggregate"  method  —  is  followed  in  Australia  and 
in  Canada  in  the  construction  of  official  measures  of  the 
cost  of  living.  The  makers  of  the  English  and  American 
index  nimibers  chose  to  follow  the  other  plan  —  usually 
known  as  the  ''proportional  expenditure"  method.  By 
this  method,  the  index  niunbers  of  the  groups  are  ex- 
pressed as  relatives  of  the  cost  of  piurchasing  the  group 
list  in  the  base  year,  and  are  combined  into  a  weighted 
average  in  which  the  proportional  expenditures  on  the 
different  groups  in  the  base  year  are  used  as  the  weights.' 

In  considering  the  relative  merits  of  the  aggregate 
and  the  proportional  expenditure  methods,  two  ques- 
tions present  themselves:  (1)  whether  the  arithmetical 
results  are  the  same,  and  (2)  whether  one  of  the  methods 
is  superior  on  other  than  arithmetical  grounds. 

(1)  The  results  of  the  two  methods  are  identical  in 
result  only  when  in  the  method  of  proportional  expendi- 
ture the  weights  used  are  the  proportions  of  expenditure 
in  the  base  period.'  The  assumption  that  the  thing 
measured  is  the  change  in  the  cost  of  a  fixed  list  is  en- 

1  If  the  group  index  numbers  are  in  relative  form,  they  may.  of  oourae.  be  turned  into 
abaolute  numbers  for  combinational  purposes,  if ,  as  is  essential  under  either  method,  tho 
proportional  ezi>enditures  on  the  groups  in  the  original  year  are  known. 

'  The  same  method  has  been  employed  in  making  most,  if  not  all,  of  the  unofficial 
index  numbers  of  the  cost  of  living  which  have  been  compiled  in  the  United  States  sinoe 
the  war  began.  See,  for  example.  War  Time  Changes  in  the  Cost  of  Living,  puUished  in 
various  editions  by  the  Industrial  Conference  Board. 

*  The  algebraic  proof  of  this  proposition  may  be  conveniently  found  in  W.  C.  Mitiiimn, 
Index  Numbers  of  Wholesale  Prices  in  the  United  States  and  Foreign  Countries,  Bulle* 
tin  of  the  U.  8.  Bureau  of  Labor  SUtistics  No.  173,  p.  93.  See  also.  O.  H.  Knibba. 
Prices,  Price  Indexes  and  Cost  of  Living  in  Australia,  Report  No.  1  of  Labour  and  In- 
dustrial Branch,  Commonwealth  Bureau  of  Census  and  Statistics,  Aivendiz,  p.  zzviiL 
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tirely  consistent  with  the  fact  that  under  either  method 
when  prices  in  one  group  increase  or  decrease  as  a  whole 
relatively  to  prices  in  other  groups,  the  proportional 
expenditures  on  the  different  groups  increase  or  de- 
crease proportionately.  If,  for  example,  food  prices  in- 
crease more  rapidly  than  the  prices  in  other  groups,  the 
proportion  spent  on  food  increases.  The  proportions  in 
which  expenditure  is  actually  made  on  the  different 
groups  are,  therefore,  constantly  changing.  But  under 
the  method  of  proportionate  expenditure  the  weights 
used  are  the  proportions  in  the  base  year. 

In  the  calculation  of  the  English  index  number  the 
group  indexes  are  combined  into  a  weighted  average  by 
the  use  of  the  proportions  in  which  expenditure  was 
made  in  1914  on  the  different  groups.^  The  relative  im- 
portance of  expenditure  on  the  groups  in  1914,  the  base 
year,  was  not  ascertained  from  a  new  collection  of 
budgets,  but  was  estimated  from  various  pre-war 
studies,  especially  the  budgetary  study  of  1904 '  and  the 
inquiry  into  the  cost  of  living  made  in  1912.  The 
considerations  which  governed  in  making  modifications 
in  the  proportions  of  expenditure  which  had  been  ascer- 
tained for  most  of  the  groups  a  considerable  munber  of 
yesm  prior  to  1914  were  of  the  most  general  character. 
The  proportions  finally  adopted  vary  only  slightly  from 
the  proportions  which  were  found  by  the  study  of  1904. 

TTie  procedure  followed  by  the  Bureau  of  Labor 
Statistics  was  more  exact.  In  each  of  the  cities  for 
which  the  change  in  the  cost  of  living  was  to  be  calcu- 
lated, budgetary  studies  were  made  in  order  to  ascer- 
tain the  proportionate  expenditure  on  the  groups.  This 

>  "In  order  to  arriye  at  a  eingle  figure  repreeentiiic  the  increase  oinoe  July.  1914  in 
the  x>rioe8  of  all  the  items  taken  together,  the  average  percentage  increases  under  each  of 
the  main  groups  oi  expenditure  referred  to  above  are  combined  in  accordance  with  their 
estimated  relative  importance  in  average  pre-war  working  class  expenditure."  Labour 
Gasette,  March,  1920,  p.  119. 

s  British  and  Foreign  ThKie  and  Industiy  [Cd.  2337),  1904,  pp.  1-76. 


INDEX  NUMBERS  OF  THE  COST  OF  LIVING       249 

information  was  collected  late  in  1917  and  early  in  1918 
for  the  year  preceding  the  date  of  the  inquiry.  The 
Bureau,  therefore,  had  in  hand  data  as  to  proportional 
expenditure  far  superior  to  that  possessed  by  the  makers 
of  the  English  index  number.  In  constructing  the  index 
number  of  the  total  cost  of  living,  however,  the  Bureau 
weighted  the  group  index  relatives  on  the  1914  base  by 
the  proportions  of  expenditure  foimd  for  the  year  1917.* 
An  element  of  error  that  varies  for  each  city  and  for 
each  period  was  thus  introduced.'  The  extent  of  the 
error  at  any  given  date  depends  upon  two  factors:  (1) 
the  degree  of  the  divergence  in  changes  in  the  index 
niunbers  of  the  different  groups,  and  (2)  the  extent  to 
which  a  group  that  diverges  in  price  is  weighted.  The 
maxinnum  error  occurs,  therefore,  where  a  heavily- 
weighted  group  shows  a  large  divergence  in  price  change 
from  other  groups.'  The  index  niunber  of  the  total  cost 
of  living  is  likely  to  be  affected  in  larger  degree  by  an 
error  in  weighting  of  thi&kind  than  other  index  numbers, 
as  the  food  expenditure  group  forms  such  a  large  part  of 
total  expenditure.  Since  the  price  of  food  in  the  United 
States  advanced  from  1914  to  1917  more  rapidly  than 
the  prices  of  other  groups,  the  proportion  spent  for  food 
in  1917  was  greater  than  in  1914.  Any  other  assimiption 
violates  the  principle  on  which  such  index  niunbers  are 
based.  By  using  the  1917  proportions  on  the  1914  prices 

>  The  proo«dure  followed  in  oonetrucUnc  the  index  number  for  PhiUdelphia,  whioh 
may  be  taken  as  tsrpical,  was  desoribed  in  the  Monthly  Review  for  March,  1918  as  fol- 
lows: "  Schedules  coyering  in  detail  the  inoome  and  expenditure  for  the  year  1917  of  612 
families  were  secured.  .  .  .  The  total  increase  is  a  weighted  average  obtained  by  muHI- 
plsrinc  the  percentage  increase  in  the  retail  prices  from  1914  to  1917  by  the  percentage  of 
expenditure  item  by  item  in  1917." 

<  It  may  be  noted  that  exactly  the  same  error  was  formerly  nuuie  by  the  Bureau  in 
caloiUating  its  index  number  of  food  prices.  The  relative  prices,  with  base  1890-09, 
were  multiplied  by  figures  which  represented  the  relative  importance  of  expenditure  in 
1901  —  a  method  which  assumed  that  the  proportionate  expenditure  remained  un- 
altered until  1901.  See  Bulletin  of  the  Bureau  of  Labor  Statistics  No.  166,  pp.  360,  861. 

*  For  an  error  in  weighting  of  similar  kind,  see  J.  M.  Keynes,  "  Rents,  Prices  and 
Wages,"  Economic  Journal,  voL  xviii.  pp.  272,  666. 
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as  a  base,  therefore,  the  increase  in  the  index  number  of 
the  total  cost  of  living  was  made  greater  than  it  would 
have  been  with  the  use  of  proper  weights.  The  increase 
in  the  cost  of  living  was  thus  exaggerated.^ 

In  the  latter  part  of  1918  the  Bureau  made  a  new 
study  of  the  cost  of  living  in  a  large  nimiber  of  American 
cities,  in  the  course  of  which  the  proportionate  group  ex- 
penditures for  the  year  preceding  the  date  of  the  study 
were  ascertained.  These  proportions  were  used  as 
weights  to  calculate  the  index  niunbers  of  the  total  cost 
of  living  for  December,  1919  and  June,  1920.*  The  pre- 
ceding index  niunbers  were  not,  however,  recalculated 
with  the  new  weights.  The  series  as  it  stands  at  present, 
therefore,  is  an  average  of  group  relatives  on  a  1914  base, 
weighted  in  the  earlier  part  by  proportionate  expendi- 
ture as  found  for  the  year  1917,  and  in  the  later  part  by 
proportionate  expenditure  as  foimd  for  the  year  1917-18. 

Even,  however,  when  the  weighting  is  proper,  the 
aggregate  and  the  proportional  expenditure  methods 
give  arithmetically  identical  results  only  if  all  the  items 
in  each  of  the  great  divisions  of  the  cost  of  living  are  in- 
cluded in  the  calculation.  The  budget  for  each  group 
must  be  complete.  In  the  case  of  rent  there  is  no  diffi- 
culty since  rent  is  a  single  indivisible  item.  But  in  the 
other  groups  it  is  not  possible  to  include  all  the  items  in 
the  group  indexes,  because  either  the  amount  or  the 
price  of  the  omitted  commodities  cannot  be  ascer- 
tained. It  is  far  more  feasible  to  determine  the  propor- 
tional part  of  the  total  expenditure  which  goes  for  food, 
for  example,  than  it  is  to  ascertain  the  quantity  pur- 

1  Aa  a  test  oi  the  amount  of  error  involved,  the  first  of  the  index  numbers  calculated 
by  the  Bureau  —  that  for  Philadelphia  —  may  be  taken.  The  increase  in  the  total  coat 
of  living  in  Philadelphia  from  1914  to  1917  according  to  the  Bureau's  calculation  was 
43.81  per  cent;  with  proper  weighting  it  was  slightly  less  than  forty  per  cent. 

*  No  notice  has  been  given  of  this  change,  except  that  the  new  weights  are  printed  ia 
the  tables  for  December,  1919  and  June,  1920. 
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chased  in  the  base  year  and  the  prices  over  a  series  of 
months  or  years  of  all  the  items  entering  into  the  food 
budget. 

By  the  aggregate  expenditure  method,  therefore,  the 
cost  of  living  is  determined  by  adding  together  the  cost 
of  a  series  of  items  not  ftdly  inclusive.  The  assiunption 
is  that  on  the  average  the  missing  items  will  vary  in 
price  as  the  index  number  of  those  included.  In  the 
method  of  proportional  expenditure,  the  assumption  is 
that  the  missing  items  will  vary  in  price  as  the  other 
items  in  the  same  group,  that  is,  that  food  items  not  in- 
cluded will  vary  as  the  index  niunber  of  the  food  items 
included.  It  is  probable  that  omitted  items  will  vary  in 
price  more  nearly  in  accordance  with  the  index  niunber 
of  the  group  to  which  they  belong  than  with  the  index 
munber  of  the  total  cost  of  Uving.  The  advantage  in 
this  respect  is,  therefore,  with  the  method  of  propor- 
tional expenditure.  As  long  as  the  available  informa- 
tion is  so  incomplete  that  the  price  changes  of  only  a 
part  of  the  items  can  be  ascertained,  the  proportional 
expenditure  method  gives  a  more  nearly  correct  arith- 
metical result. 

(2)  Judged  by  other  than  arithmetical  standards,  the 
superiority  of  the  aggregate  method  is  undoubted. 
Since  the  chief  practical  use  of  the  index  niunber  of  the 
total  cost  of  living  is  to  serve  as  one  of  the  elements  in 
the  determination  of  wages,  it  is  highly  desirable  that 
the  method  of  calculation  should  be  easily  understood. 
In  this  respect  the  aggregate  method  is  far  preferable. 
The  proportional  expenditure  method  requires  for  its 
understanding  a  knowledge  of  arithmetical  processes 
which  is  not  possessed  by  the  majority  of  those  whose 
wages  are  determined  by  changes  in  the  cost  of  living.^ 


X  During  the  war  the  Diyiaioii  of  Infonzuitioii  of  the  Department  of  labor 
plaoarde  explaining  the  method  ueed  by  the  Bureau  of  Labor  Statiatios,  but  it  is  doobtfol 
whether  a  mere  underrtanding  of  the  arithmetieal  proooMOi  waa  nffioaciwia  in  giriiic  a 
knowledge  of  the  xnindple  on  whioh  the  index  number  waa  conatraetad. 
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eonnection  is  whether  in  either  case  the  weights  used  are 
proper  weights,  in  view  of  the  considerable  period  which 
has  elapsed  since  the  inquiries  on  which  they  are  based 
were  made. 

The  makers  of  the  English  index  number  defend  the 
use  of  the  1904  weights  by  the  following  argument : 

The  adoption  of  ''weights''  based  on  the  expenditure  of  1904  was 
not  invalidated  by  changes  in  quantities  between  1904  and  1914, 
because  the  changes  in  quantity,  which  were  generally  slight,  were 
largely  counterbalanced  by  changes  in  price  level,  with  the  results 
that  the  proportions  of  income  spent  on  the  different  commodities 
could  not  have  been  sensibly  altered,  except  as  regards  margarine  for 
which  a  special  allowance  was  made.^ 

The  evidence  for  the  statement  that  changes  in  quantity 
were  generally  slight  is  not  given,  but  consists  pre- 
sumably of  export,  import  and  production  statistics.' 

In  the  United  States  the  Bureau  of  Labor  Statistics 
used  as  weights,  without  change,  the  quantities  of  the 
articles  of  food  consumed  in  1901.  The  only  available 
information  as  to  working  men's  dietaries  comparable  in 
extent  with  that  collected  in  1901  is  to  be  found  in  the 
analysis  made  by  the  Bureau  of  the  budgets  of  shipyard 
workers  collected  in  1917-18,'  and  in  the  results  of  the 
1918  cost  of  living  investigation  of  the  Bureau.^  It 
appears  from  both  these  investigations  that  a  very  con- 
siderable change  in  diet  had  occurred  between  1901  and 
1917-18.  There  was  a  marked  reduction,  for  example, 
in  the  consumption  of  all  kinds  of  meats.  The  question 

1  The  Labour  GaMtte,  March,  1920,  p.  2. 

*  The  Workizig  Claaees  Cost  of  Living  Committee,  1918,  which  reached  the  same 
conclusion,  said:  "  Between  1904  and  1914  no  public  investigation  of  the  cost  of  living 
was  set  on  foot  in  this  country,  but  a  considerable  number  of  budgets  were  collected  in 
limited  areas  by  various  private  enquirers.  It  is  fairly  certain,  from  analysis  of  the  pro- 
duction, imports  and  ezi;>orts  of  staple  foods,  that  during  this  decade  no  considerable 
changes  took  place  in  the  standard  of  Uving  and  published  statistics  as  to  the  course  of 
prices  and  similar  matters  afiforded  us  trustworthy  checks.  Report  of  Committee  (Cd. 
8980].  1918.  p.  4. 

*  Monthly  Labor  Review,  December,  1918,  pp.  116-146. 
«  Ibid.,  July,  1920,  pp.  1-10. 
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from  merchants  in  each  locality  prices  of  the  various 
food  articles,  and  '^  forward  statements  showing  for 
each  article  of  food  included  the  predominant  price  at 
the  current  date,  and  the  amoimt  of  the  change  in  such 
prices  since  the  previous  report."  ^  These  prices  are 
then  averaged  by  taking  an  unweighted  arithmetic 
mean  separately  for  towns  under  50,000  and  for  towns 
of  50,000  and  over.  The  percentage  increase  in  the 
price  of  each  article  as  against  July,  1914  is  then  calcu- 
lated for  each  class  of  towns.  The  arithmetic  mean  of 
these  percentages  gives  the  increase  for  the  United 
Kingdom.  In  making  its  averages  of  local  food  prices, 
the  Bureau  of  Labor  Statistics  uses  quotations  only 
from  local  merchants  who  made  quotations  at  both  the 
dates  which  are  being  compared.  An  arithmetic  average 
of  the  actual  prices  is  made. 

Both  in  England  and  the  United  States,  it  will  be 
noted,  the  attention  of  the  index  niunber  makers  has 
been  directed  primarily  to  guarding  against  the  possible 
insufficiency  of  the  price  samples.  The  difficulty  lies  in 
the  fact  that  quotations  can  be  secured  from  only  a  small 
part  of  the  merchants  and  there  is  no  knowledge  of  the 
relative  amoimts  sold  by  each.  What  is  really  desired  is 
the  change  in  the  average  price,  for  example,  of  sugar, 
and  to  get  this  with  certainty  it  is  necessary  to  know  the 
total  niunber  of  pounds  of  sugar  sold  at  the  two  dates 
and  the  total  siuns  received  for  sugar.  If  these  facts 
could  be  ascertained  in  full,  the  average  prices  at  the  two 
dates  would  also  give  the  price  change.  But  since  such 
complete  information  is  imobtainable,  the  inquirer 
must  fall  back  on  some  system  of  sampling. 

In  the  use  of  the  predominant  price,  the  theory  pre- 
sumably is  that  the  predominant  price  is  a  better  indi- 


1  The  avence  prioec  of  commodities  other  than  food  are  not  aaoertained  by  tha 
"predominant  price"  method,  but  either  by  the  "identical  firm*'  method,  or  by  merely 
averaging  the  prices  received  from  a  number  of  retailers. 
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American  and  English  index  numbers  is  in  the  methods 
used  in  combining  the  average  prices  of  commodities 
into  group  index  numbers.  The  Bureau  of  Labor  Statis- 
tics combines  the  average  prices  of  the  articles  included 
in  the  groups  into  group  index  munbers  by  the  so-called 
'^ unweighted"  method,  while  the  Knglish  group  index 
munbers  are  weighted  according  to  proportionate  ex- 
penditure in  1914.  The  weights  used  are  in  some  cases 
very  rough,  and  lack  a  satisfactory  basis  in  budgetary 
study. 

In  a  paper  read  before  the  American  Economic  Asso- 
ciation in  1918,  Dr.  Royal  Meeker,  Commissioner  of 
Labor  Statistics,  said: 

Except  for  articles  of  food,  the  individual  items  of  consumption 
are  not  weighted  within  each  group  or  class,  according  to  their  im- 
portance in  the  family  budget.  In  the  clothing  group,  for  instance, 
suits,  night  shirts,  socks,  caps,  shoes,  neckties,  shirts  and  hand- 
kerchiefs all  have  equal  weight.  Quite  possibly  weighting  within  the 
groups  will  not  change  the  percentage  change  in  cost  of  the  groups  as 
wholes,  but  we  have  no  ground  for  assuming  this  to  be  the  case.  To 
be  sure,  all  experience  has  shown  that  it  makes  but  little  diflference 
what  methods  are  used  in  computing  an  index  nimiber.  However, 
science,  common  sense  and  expediency  all  require  the  extension  <rf 
the  weighting  of  individual  items  to  all  groups  of  the  family  budget.^ 

It  is  not  clear  from  this  description  exactly  how  the 
combination  into  an  index  number  is  made.  There  is,  of 
course,  no  such  thing  as  an  ''unweighted"  index  number 
and,  presumably,  one  of  two  methods  was  followed. 
Either  the  price  of  one  suit  of  clothes,  of  one  collar,  of 
one  pair  of  socks,  etc.,  were  added  together  and  divided 
by  the  niunber  of  articles,  in  which  case  it  was  assumed 
that  the  consumer  piux^hased  one  of  each  article;  or  the 
price  of  each  article  in  1914  was  called  100,  the  relative 
prices  computed  for  succeeding  years,  and  the  sum  of  the 
relatives  divided  by  the  number  of  items,  in  which  case 

>  American  Economio  Review,  Maroh,  1919,  Supplement,  p.  110. 
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crudest  system  of  deliberate  weighting  is  superior  to  the 
unconscious  weighting  involved  in  'Wweighted^'  index 
numbers. 

VII 

It  is  a  fundamental  principle  of  index  numbers  of  the 
cost  of  living  that  the  more  closely  the  weights  and 
prices  are  related  to  a  particular  place  the  more  exactly 
they  represent  changes  in  the  cost  of  living  of  persons 
living  in  that  place.  It  follows  that  the  most  desirable 
index  nimiber  for  a  particular  place  is  one  made  from 
local  prices  and  weighted  throughout  according  to  local 
consimiption.  The  English  and  American  index  num- 
bers differ  markedly  in  that  the  English  index  number  is 
calculated  for  the  coimtry  as  a  whole,  while  the  Ameri- 
can index  numbers  are  city  indexes. 

The  group  weights,  the  weights  given  articles  within 
the  groups,  and  the  prices  in  the  English  index  nimiberi 
are  averages  for  the  whole  country.  The  predominant 
prices  of  food  articles  are  averaged  for  two  classes  of 
cities  and  these  averages  are  then  combined  to  give  an 
average  price  for  the  country.  The  index  mmibers  for 
other  groups  are  made  directly  from  dealers'  quotations, 
the  prices  secured  from  all  dealers  being  averaged  with- 
out regard  to  location.^  Prices  and  working-class  con- 
sumption probably  differ  less  from  place  to  place  in 
England  than  in  the  United  States,  and  a  single  index 
number  made  in  this  manner,  therefore,  represents 
changes  in  the  cost  of  living  more  accurately  for  any  one 
city  than  it  would  in  the  United  States. 

1  The  foUowiiig  statement  for  fuel  and  light  iUustntM  the  method  employed:  '*T1m 
iteme  included  in  thie  group  are  ooal.  cm,  oil,  oandlee,  and  matches.  Statements  are 
obtained  each  month  from  correspondents  as  to  the  prices  of  coal  in  30  of  the  prinelpal 
towns  and  of  gas  in  26  of  the  principal  towns.  .  .  .  Returns  as  to  the  prioss  of  oil, 
candles,  and  matches  are  obtained  each  month  from  retailers  in  28  of  the  prinelpal 
towns.  .  .  .  The  prices  quoted  are  tabulated  and  serutinised,  and  an  average  prieo  Is 
then  arrived  at  ...  by  totalling  the  quotations  and  dividing  by  the  number  of  en* 
tries."    Labour  Gasette,  March,  1920,  p.  119. 
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the  qualities  of  the  articles  vary  less  and  it  is  more 
practicable  to  fix  on  some  one  grade  as  predominant. 
For  example,  altho  in  the  United  States  as  a  whole 
nimieroiis  kinds  of  coal  are  used  as  fuel,  in  any  partic- 
ular city  the  number  of  kinds  and  qualities  is  very 
much  less. 

The  making  of  separate  index  niunbers  for  a  niunber 
of  cities  involves,  of  course,  a  study  of  budgets  in  each  of 
the  cities  and,  therefore,  requires  a  larger  amoimt  of  pre- 
liminary work  than  would  be  required  for  the  making  of 
a  national  budget.  It  seems  probable,  however,  that  a 
much  smaller  niunber  of  budgets  than  has  heretofore 
been  used  in  the  United  States  would  be  scientifically 
suj£cient  as  a  basis  for  satisfactory  consumption 
weights.  In  the  great  inquiry  of  1901,  the  Bureau  of 
Labor  collected  25,448  budgets;  the  Report  of  the  Eng- 
lish Working  Classes  Cost  of  Living  Committee,  which 
covers  much  the  same  groimd  so  far  as  our  present 
interest  is  concerned,  is  based  on  971  budgets.  Calcular 
tions  of  the  ''standard  deviations"  of  several  groups  of 
budgets  were  made  for  the  Committee  and  it  appears 
that  the  ''standard  deviation"  for  a  group  of  100 
budgets  was  3  per  cent  and  for  the  whole  group  of  971 
budgets  only  1  per  cent  of  the  average  expenditure  for 
food.i 

From  local  index  numbers  it  is  possible  to  form  na- 
tional index  niunbers  which  would  be  superior  to  na- 
tional index  numbers  that  are  computed  on  the  basis  of 
national  averages  of  prices  and  consumption.  An  aver- 
age of  the  changes  in  the  cost  of  living  in  the  different 
cities,  weighted  by  the  population  of  each  city,  would 
give  the  average  change  for  the  country  in  the  cost  of 

1  Report  of  Workinx  CUaam  Coet  of  living  Committee  [Cd.  8980],  1018,  pp.  14,  1ft. 
Fire  hundred  and  aeventy-one  budget*  were  gathered  hy  the  Bureau  of  Labor  BtatWtiei 
for  Philadelphia  alone.  It  would  be  interesting  to  know  how  the  Bureau  deeidfli  on  tha 
neceeMuy  number  of  budgets. 
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During  that  period,  an  index  number  which  was  much 
used  in  the  adjustment  of  wages  had  to  be  taken  on 
faith.^  Moreover,  the  present  information  is  by  no 
means  entirely  satisfactory.  For  example,  in  the  ac- 
count of  the  methods  followed  in  making  the  group  index 
number  for  ''other  items"  the  Gazette  says:  ''The  in- 
creases so  ascertained  for  each  item  have  been  com- 
bined, after  consideration  of  the  relative  importance  of 
the  different  items,  so  as  to  enable  the  Department  to 
form  an  estimate  of  the  average  increase  of  these  items 
taken  as  a  whole  and  its  effect  on  the  general  percentage 
increase  for  all  items."  But  what  is  the  "relative  im- 
portance given  to  these  items?"  * 

Gborqb  E.  Barnbtt. 

JoHNB  Hopkins  UNivBBfiiTT. 


1  The  old  fonn  of  flcqdaiiAtioii  ia  exemplified  in  the  followinc  extract  from  the  MAreh* 
1010  number  of  the  Labour  Gesette:  "  The  aTeraie  level  of  rente  hM  only  inereeetd  ▼ny 
•Ughtly  (ae  a  result  of  inereaaea  in  loeal  ratet),  but  the  prices  of  other  items  have  ad- 
vanced so  substantially  that  the  general  increase  in  the  prices  of  all  the  items  ordinarily 
entering  into  the  working  class  family  budget  (including  food,  rent,  clothing,  fuel  and 
light,  etc.)  between  July,  1014  and  March  3, 1010  is  estimated  at  115  per  cent,  taking  for 
this  calculation  the  same  quantities,  and,  as  far  as  possible,  the  same  qualities  of  the 
various  items  in  March,  1010  as  in  July,  1014.  If  the  amount  of  inereassd  taxation  on 
commodities  is  deducted  the  increase  is  about  7  per  cent  less." 

*  The  recent  British  Empire  Statistical  Conference  adopted  the  following  recom- 
mendation: "  That  in  all  cases  in  which  an  Index-Number  is  Brat  issued  or  revised  by  a 
Qovemment  Department,  it  should  be  accompanied  by  a  statement  of  the  methods  em- 
ployed and  the  data  used  in  its  construction,  giving  sufficient  detail  to  permit  of  its 
reconstruction  by  a  reader.  . 
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The  economist  usually  maintains  that  over  a  suffi- 
ciently long  period  price  will  bear  some  relation  to  cost, 
even  tho  at  any  one  time  they  may  be  entirely  out  of  ad- 
justment. As  to  just  what  that  relation  is,  and  whether 
there  is  conformity  to  modal,  or  marginal  cost,  the 
economists  are  not  entirely  agreed.  Walker's  conten- 
tion that  price  will  tend  to  conform  to  the  cost  of  the 
marginal  producer  has  only  been  generally  accepted 
with  a  considerable  number  of  qualifications.  The  con- 
cepts of  the  marginal  producer  and  of  the  marginal  cost 
require  careful  analysis  before  they  can  be  used  for  any 
practical  purposes. 

There  are  two  ways  of  defining  the  marginal  producer 
and  the  marginal  cost.  The  first  defines  the  marginal 
producer  of  a  certain  year  —  assuming  that  year  to  be 
normal  —  as  the  producer  whose  sales  realizations  ap- 
proximately equal  his  expenses  (including  interest  on  his 
invested  capital).  It  is  obvious  that,  according  to  this 
definition,  the  cost  of  the  marginal  producer  of  any  one 
period  corresponds  with  price,  even  tho  his  cost  could 
not  be  called  price-determining.  The  marginal  producer 
in  this  sense  is  not  necessarily  the  highest  cost  producer, 
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inasmuch  as  the  highest  cost  producer  even  in  a  normal 
period  may  suffer  a  loss.  The  marginal  producer,  as 
here  defined,  is  the  producer  who  at  any  normal  period 
breaks  even,  i.  e.,  earns  just  enough  to  pay  his  expenses. 
There  are  certain  objections  to  this  definition :  it  merely 
locates  the  position  of  the  marginal  producer  on  the  cost 
curve  after  the  price  has  been  determined,  and  it  can  be 
used  only  when  the  period  imder  consideration  is  a 
normal  one. 

Another  method  of  defining  the  marginal  producer 
practically  assumes  that  the  marginal  producer  of  one 
year  remains  the  marginal  producer  through  a  consider- 
able period.  This  second  definition  classifies  him  as  the 
producer  who  just  manages  to  hold  his  position  in  thei 
industry.  In  one  year  he  may  make  a  small  profit;  in 
another  year  he  may  suffer  a  small  loss;  in  still  another 
year  he  may  merely  earn  interest  on  his  capital  invest- 
ment. He  usually  remains  in  the  industry  because  of 
the  hope  of  future  profit  or  because  of  the  difiS^culty  in- 
volved in  the  withdrawal  of  his  investment.  (It  should 
be  noted  that  even  the  producers  with  higher  costs  than 
those  of  the  marginal  producers  will  often  remain  in  an 
industry  for  a  considerable  period  due  to  the  difficulty 
of  withdrawing  their  capital  investments.  Economic 
theory  naturally,  but  often  inaccurately,  assumes  the 
absolute  fluidity  of  capital.)  The  difficulty  with  the 
second  definition  is  that  in  many  cases  there  is  no  such 
producer  existing  in  fact.  The  marginal  producer  of  one 
year  may  and  often  does  become  a  relatively  low  cost 
producer  in  the  next  year,  even  tho  conditions  of  supply 
and  demand  remain  reasonably  constant.  It  may  be 
necessary  at  times,  therefore,  to  abandon  the  concept  of 
the  marginal  producer  as  a  continuous  personality^  and 
to  direct  attention  to  the  marginal  cost  and  to  the  mar- 
g^lal  product.  Since  the  marginal  producer^  as  a  per- 
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son,  does  not  always  exist,  it  is  impossible  at  times  to 
locate  any  business  organization  that  has  occupied  the 
position  of  the  mar^nal  producer  through  a  series  of 
years. 

Both  of  these  definitions  assimie  that  the  marginal 
producer  is  the  producer  whose  cost  is  equal  to  price 
under  normal  conditions  of  competition  and  whose  cost 
is  approximated  by  price  over  any  considerable  period, 
even  tho  at  particular  times  abnormal  conditions  may 
have  led  to  maladjustment.  But  neither  of  these  defini- 
tions would  enable  the  economist  to  locate  the  marginal 
cost  immediately.    The  first  presupposes  the  determi- 
nation of  price  imder  normal  competitive  conditions 
before  the  marginal  cost  can  be  located,  and  the  second 
is  in  many  cases  impracticable.  As  has  been  explained, 
the  highest  costs  of  any  normal  period  are  not  neces- 
sarily the  marginal  costs;  they  are  sporadic  and  usually 
apply  to  a  very  small  part  of  the  total  production.  They 
are  the  costs  of  producers  who  may  at  any  time  leave  the 
industry.  The  marginal  producer,  therefore,  must  take 
a  position  in  normal  times  somewhat  lower  on  the  cost 
curve  than  the  position  occupied  by  these  highest  cos£ 
producers.  Furthermore,  the  marginal  cost  could  not  be 
expected  in  normal  times  to  fall  below  the  average  or 
modal  costs.  The  marginal  position  on  the  cost  curve, 
therefore,  would  probably  be  somewhere  between  the^ 
highest  costs  and  the  modal  costs.  The  modal  costs  are 
assumed  to  be  the  costs  of  the  representative  producers.* 
Altho  the  modal  costs  are  certainly  in  one  sense  the 
representative  costs,  it  is  not  always  true  that  they  cor- 
respond accurately  to  the  costs  of  the  so-called  repre- 
sentative producers.    When  the  mode  is  not  clearly 
defined  or  when  there  is  more  than  one  mode,  this  quali- 
fication is  more  evident.   The  limiting  positions  of  the 
marginal  cost  would  probably  be,  then,  the  highest  cost 
at  the  one  end  and  the  modal  cost  at  the  other. 
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In  order  to  determine  the  position  of  the  marginal 
cost  more  accurately,  it  would  be  necessary  to  take  cost 
groups  for  a  number  of  industries  and  to  find  at  what 
point  along  this  curve  normal  competitive  conditions 
caused  price  to  fall.  In  the  February  Qiuirterly  Journal 
(1918)  Professor  Taussig  maintains  that  if  differences  in^v 
cost  rest  on  physical  causes  —  if  they  are  due  to  forces   ■ 
in  nature,  not  in  man  —  the  normal  or  long  period  price    ; 
may  be  expected  to  conform  to  marginal  cost,  but  that 
if  they  rest  on  the  differing  abilities  of  men,  the  normal 
price  may  be  expected  rather  to  conform  to  average 
cost,  or  at  all  events  to  fall  below  the  ''bulk  line."  The--^ 
''bulk  line"  represents  the  position  on  the  cost  curve 
just  below   that   occupied  by  the  highest   (usually 
sporadic)  costs.    The  "bulk  line"  position  is  located"^ 
at  the  break  in  the  curve,  i.  e.,  at  the  cost  group  in  ' 
which  the  production  is  considerable,  but  immediately  ! 
below  the  groups  in  which  the  production  is  very  small.  J 
It  might  be  expected  that  the  bulk-line  cost  would  be 
f  oimd  imder  normal  conditions  of  competition  to  be  the 
marginal  or  price-determining  cost.  Professor  Taussig's 
analysis  admits  this  for  agricultiUB  and  mining.    But 
only  a  comparison  of  a  large  number  of  actual  costs  and 
competitively  fixed  prices  can  solve  this  problem.    In 
the  present  paper  an  attempt  will  be  made  to  detei^ 
mine  exactly  where,  imder  reasonably  normal  conditions 
of  competition,  prices  actually  fell  along  the  cost  curves 
which  are  available  for  study.  Altho  no  large  nimiber  of 
such  costs  and  prices  have  been  published,  the  method 
to  be  used  will  be  set  forth  in  this  paper  and  applied  to 
the  available  data. 

If  Professor  Taussig's  distinction  between  those  costs 
affected  by  natural  advantage  and  those  affected  by 
human  ability  is  valid,  the  relation  between  price  and 
cost  may  be  different  for  the  two  types  of  industries. 
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Industry 


Book  paper 

Newsprint 

Salmon 

Red  salmon 

Sugar  beets 

Michigan  district  . . . 
Ohio-Indiana  district 
California  district . . . 

Copper 


Co«ffioi«nt«  of 
dispersion  (bssed 
on  the  ayersge 
deviations) 


.15 
.00 

.12 
.11 
.10 
.11 

.21 
.33 

.21 
.20 


.20 
.16 
.21 

.18 


Ohio-Indiana  district.  On  the  other  hand,  the  figures 
for  sahnon  seem  somewhat  large;  this  may  be  explained 
by  the  fact  that  a  considerable  nmnber  of  the  canners 
have  their  own  exclusive  fishing  groimds,  and,  as  a  re- 
sult, their  costs  are  affected  by  natural  factors  as  well  as 
by  hmnan  abilities.  The  figures  indicate  a  tendency  but 
present  no  conclusive  evidence  as  to  the  distinction  be- 
tween manufacturing  and  extractive  costs.  It  will  be 
interesting  to  consider  in  the  analysis  which  is  to  follow 
whether  the  dispersions  of  the  various  cost  groups  have 
affected  the  relations  between  costs  and  prices. 

The  statistical  material  on  costs  and  prices  is  meager. 
The  Federal  Trade  Commission,  the  successor  to  the  old 
Bureau  of  Corporations,  has  published  most  of  the  fig- 
ures which  can  be  used  in  the  present  discussion.    But 
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even  these  figures  are  not  entirely  applicable  to  the  kind 
of  analysis  which  is  here  necessary.  The  Commission's 
investigations  were  imdertaken  for  the  very  reason  that 
more  or  less  abnormal  conditions  prevailed  in  the  indu^ 
tries  imder  consideration.  There  are  other  minor  diffi- 
culties involved  in  the  use  of  its  reports.  In  the  paper  in 
this  Journal  (November,  1919),  already  referred  to,  the 
necessity  of  considering  interest  on  investment  as  a 
cost  item  in  determining  a  price  or  the  fairness  of  a  price 
was  implied.  The  accoimtants  have  been  in  the  habit 
of  combining  interest  and  profit  and  of  calling  them  re- 
turn on  investment.  Of  course,  it  is  reasonable  that  the 
interest  of  any  particular  producer  should  bear  some 
relation  to  his  investment  but  that  profit  should  bear 
any  such  relation  presupposes  that  efficiency  or  good 
luck,  as  evinced  by  the  lowness  of  cost,  would  be  abso- 
lutely dependent  upon  the  size  of  the  investment. 
There  may  be  reason  to  believe  that  the  larger  the  in- 
vestment per  unit  of  product,  the  smaller  will  be  the 
cost  per  unit  of  product  —  the  man  who  has  more  ma- 
chinery (an  item  of  investment)  will  need  less  labor  (an 
item  of  cost).  For  a  number  of  other  reasons,  the  man 
who  has  the  larger  investment  can  ordinarily  be  ex- 
pected to  have  the  lower  cost.  But  this  is  true  only  in  a 
general  way  and  does  not  take  into  accoimt  the  varying 
abilities  and  the  varying  f ortimes  of  different  producers. 
In  some  cases  producers  with  small  investments  (per 
unit  of  product)  may  show  low  costs  and  make  large 
profits.  Thus,  the  profit  (pure  profit)  of  any  one  pro- 
ducer may  be  as  high  as  80  per  cent  of  his  investment, 
while  that  of  another  producer  may  be  less  than  5  per 
cent  and  justly  so.  That  the  total  profits  (gross  profits, 
including  interest  and  profit)  of  all  the  producers  in  an 
industry  divided  by  the  total  invested  capital  will  tend 
to  be  constant  and  probably  even  determinable  is  an 
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economic  doctrine  which  results  from  the  fluidity  of 
capital  and  from  the  additional  fact  that  any  one  large 
group  of  men  is  probably  about  as  clever  as  any  other 
large  group.  If  all  of  the  producers  in  any  one  industry 
are  earning  abnormally  large  profits,  capital  will  flow 
into  that  industry  unless  monopoly  conditions  or  unfair 
methods  of  competition  restrict  it.  And  the  reverse  is 
true  if  the  average  profit  in  an  industry  is  imusually 
small. 

The  fact  that  the  total  profits  of  an  industry  divided 
by  the  total  investment  should  represent  a  rather  con- 
stant percentage  enables  the  student  to  determine 
whether  the  industry  imder  consideration  is  operating 
under  normal  conditions.  If  an  industry  as  a  whole  is 
earning  20  or  30  per  cent  (interest  and  profit  together)  on 
its  total  invested  capital,  the  profits  may  be  considered 
abnormally  large;  if  the  average  return  is  less  than  6  or 
7  per  cent,  the  profits  may  be  conddered  abnormally 
small.  In  either  case  conditions  could  not  be  considered^ 
normal.  Generally  speaking,  prices  may  be  considered! 
competitively  fixed  and  in  their  normal  relation  to  costs  ^ 
when  the  industry  as  a  whole  has  earned  an  average 
gross  profit  of  anywhere  from  9  to  12  per  cent  on 
investment. 

The  costs  given  in  the  reports  of  the  Federal  Trade 
Commission  include  no  interest  on  investment,  and  in 
some  cases  no  investment  figures  are  given.  In  practi- 
cally none  of  the  reports  is  the  investment  (per  unit  of 
product)  for  each  group  of  producers  ^ven;  in  but  a  few 
cases  is  the  average  investment  for  the  industry  as  a 
whole  shown.  The  obvious  difficulty  in  using  interest 
on  investment  in  cost  analysis  is  the  great  difficulty  in- 
volved in  determining  the  interest  rate  that  should  be 
allowed.  Accoimtants  may  be  justified  in  restraining 
producers  —  particularly   inefficient   ones  —  fyom   in- 
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this  paper  the  average  price  at  which  all  the  sales  were 
made  has  been  used.  It  has  been  assumed  that  the 
different  prices  at  which  the  same  commodity  is  sold 
during  the  year  will  tend  to  be  uniform.  Of  course,  this 
is  often  an  imwarranted  assimiption,  and  will  be  partic- 
ularly misleading  when  there  are  different  g^^es.^ 
The  average  price  used  was  derived  from  net  sales, 
which  is  ordinarily  obtained  after  deducting  outward 
freight,  discounts,  and  allowances.  These  items  were 
not  included  in  cost  and  therefore  should  be  deducted 
from  price  even  when  the  manufacturer  pays  them. 
There  is  much  to  be  said  for  including  in  cost  cash  dis- 
counts and  outward  freights  (when  the  commodities  are 
sold  delivered). 

The  cost  and  price  figures  for  five  industries  have  been 
chosen  for  statistical  analysis.  These  industries  havie 
already  been  indicated  in  the  table  showing  the  cost 
dispersions  (p.  269).  They  are  book  paper,  newsprint 
paper,  canned  salmon,  sugar  beets,  and  copper. 

Book-Pafeb  Costs  and  Pbiceb 

The  Federal  Trade  Conmiission  has  published  the 
costs  of  producing  book  paper  for  the  39  principal  mills 
in  1915  and  1916.*  They  are  given  in  the  table  on 
page  274. 

These  figures  are  presented  graphically  on  Charts  V 
and  VI. 

The  correspondence  of  the  modal  cost  and  the  average 
cost  represents  the  first  problem  to  be  considered.  Exact 
correspondence  assumes  an  absolutely  symmetrical  nor- 
mal frequency  curve.  In  this  case,  the  c\uves  for  both 
years  are  asymmetrical.  However,  in  1915  the  weighted 
average  cost  was  $62.24,  whereas  the  modal  cost  was 

>  For  Tsrylnc  prio«i  realised,  eee  copper  prioee,  p.  28S. 

>  The  Book-Paper  Industry,  Government  Printing  Office,  1017,  p.  67,  Table  21. 
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Qroup 


1015 


No. 

of 

miUg 


Tons 

pro- 

ouoed 


For 

cent 

of 

total 


Aver- 
age 
oo«t 
per 
ton 


1016 


No. 
of 


Tone 

pro- 

ouoed 


Per 

cent 

of 

total 


Aver- 
age 
ooet 
per 
ton 


I.  $60  and  le«  than  $58 


n. 

55    •     •      • 

m. 

flO  •    •     • 

TV. 

65   •     •      • 

▼. 

70   •     •      • 

TI. 

75    •     •      • 

vn. 

80    •     •      • 

VIIL 

85    •     •      • 

UL 

00   "  over 

Total 


116,718 
147.004 
176,527 
85.113 
57.038 
50.071 
11,442 


18.10 
22.81 
27.87 
ldJ20 
8.85 
7.00 

i.n 


^.10 
57.03 
62.05 
67.51 
71.85 
77.11 
81.51  i 


644,002 


100.00  862.24 


6 

5 
1 
8 
0 

4 
4 
2 


210,630 

136.463 

85.838 

128.040 

112.010 

02.380 

83.732 

22.521 


80 


772.532 


27. 

17.66 

4.64 

16.57 

14.62 

11.06 

4.37 

2.01 


27iS57.38 
63.02 
67.45 
72.58 
77.88 
81.77 
87.62 
05.57 


100.00 


$60.87 


$61.85.  In  1916  the  mode  is  not  clearly  defined.  It  is 
somewhere  in  the  group  between  $70  and  $80,  whereas 
the  average  cost  was  only  $69.87. 

In  order  to  compare  the  different  costs  with  the  aver- 
age selling  price  per  ton  of  book  paper  it  will  be  neces- 
sary to  make  allowance  for  interest  and  selling  expense. 
It  has  already  been  explained  that  no  interest  on  invest- 
ment was  included  in  the  costs  shown  in  these  tables. 
In  this  industry  the  average  investment  was  apparently 
about  $95.00  per  ton  in  1915,  and  appeared  to  be  only 
about  $75.00  per  ton  in  1916  (probably  because  of  the 
larger  output)  .^  If  5  per  cent  interest  were  used  as  a  basis 
for  calculation,  an  average  interest  on  investment  would 
be  about  $4.75  in  1915  and  $3.75  in  1916.  Selling  expense 
in  these  two  years  amoimted  to  about  $.80  per  ton.  It 
could  not  be  assumed  that  these  interest  charges  would 
be  applicable  either  to  the  marginal  costs  or  the  modal 
costs,  altho  their  apphcability  to  the  modal  costs  would 
probably  be  more  justifiable.  The  higher  cost  producers 
might  be  expected  to  show  lower  interest  chiurges  than 


1  Theae  invettment  flgurea  have  to  be  eatimated  from  material  in  the  Commimiion'a 
report.    They  aeem  reaaonaUy  aoeuiate. 
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the  average  shown,  majsmuch  as  high  cost  producers 
would  probably  have  relatively  small  investments. 

The  average  net  price  (per  ton  sold)  in  1915  wafi 
$71.39.^  Interest  of  $4.75  —  which  is  probably  some- 
what larger  than  it  should  be,  especially  for  the  mar* 
ginal  producer  —  along  with  the  selling  expense  ($.80), 
should  be  deducted  from  this  price.  If  the  resulting 
figure  ($65.84)  be  compared  with  the  cost  groups  it 
appears  that  price  was  not  much  above  the  group  in 
which  the  mode  falls.  Apparently  there  was  a  certain 
quantity  produced  at  no  profit  and  even  at  a  loss.  In- 
deed, the  industry  averaged  only  8.3  per  cent  (interest 
and  profit)  on  its  investment  in  this  year.  The  bulk-line 
cost  is  difficult  to  determine  in  this  table,  but  it  is  not 
impossible  to  locate  it  just  above  where  the  price  might 
seem  to  indicate.  Bulk-line  cost  and  modal  cost  were  not 
far  apart  in  this  case. 

In  1916  the  weighted  arithmetic  average  cost  ($69.87) 
was  somewhere  between  the  averages  of  the  two  modal 
groups  ($57.38  and  $72.58).  The  average  net  price  (per 
ton  sold)  m  1916  was  $86.83.  If  the  interest  of  $3.75  and 
selling  expense  of  $.75  be  deducted,  the  figure  obtained 
($82.33)  is  much  higher  than  the  average  cost  or  the 
cost  of  the  two  modal  groups.  Price  in  this  case  was  as 
near  the  highest  costs  as  the  costs  in  the  higher  modal 
group,  or  even  nearer;  but  price  was  abnormally  high  in 
this  year,  as  is  shown  by  the  average  return  on  invest- 
ment (21.52  per  cent).*  If  the  costs  above  the  group 
$80.00-$85.00  are  assumed  to  be  sporadic,  price  will 
seem  to  conform  to  the  costs  of  the  producers  in  the 
bulk-line  group,  which  in  this  case  was  near  the  highest 
cost  groups. 

The  two  years  for  which  these  costs  were  shown  were 
probably  abnormal  years  for  the  industry.  The  Com- 

i  Book-Paper  Industry,  p.  78.  Table  31.  «  lUd..  p.  80.  TkUa  84. 


QUABTBBLY  JOUBNAL  OF  BC0N0MIC8 


B01 

s 

M 

Ml 
»1 

BliM>Ccivar 

Cunrn  I  ™  VIL  — Pi 

Namprint  Paper,  Book  P>p«r.  and 
Copiia  Prodosad  at  DlttanalCoMa, 
1B1S-I8. 

a.  Averac*  icalind  price. 

b.  Amac*  icalind  print  with  d«- 
doMlou. 


COST  AND  PBICB 


277 


Cbabtb  Vm  AKD  IX.  —  CMWof  Rad 
Salmon  Ptoduoed  at  Differaii  Cosli 
in  1016-17. 
a.  AT«aft  naliMd  price. 


Cbabtb  X  TO  xn.  —  Tons  of  Bogu 
Boeti  Flroduoed  at  Differont  Coali 
in  Varioui  StaUi  in  1018. 
6.  ATatafi  reallaed  price  with  dadoo- 
tioos. 
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mission's  report  showed  that  the  average  return  on  in- 
vestment for  21  companies  (which  were  probably  the 
larger  and  more  successful  companies)  was  21.52  per 
cent  in  1916.  This  was  an  abnormal  profit;  prices  were 
high.  But  the  average  return  in  1915  for  the  same  com- 
panies was  only  8.3  per  cent.  Probably  both  of  these 
percentages  were  higher  than  the  true  average  for  the 
industry  would  have  been,  because  investment  figures 
were  probably  secured  from  the  better  companies.  (It 
should  still  be  remembered  that  this  return  includes 
interest  and  profit.)  There  were  a  number  of  companies 
that  lost  money  in  1915  (i.  e.,  did  not  earn  any  interest 
on  their  invested  capital).  Thus  the  low  price  in  1916 
may  have  had  some  effect  in  bringing  about  the  high 
price  of  1917. 

Newsprint  Paper  Costs  and  Prices 

The  Commission's  newsprint  paper  costs  in  the 
United  States  mills  for  1913,  1914,  1915,  and  for  the 
first  half  of  1916  are  given  in  the  table  on  page  279.^ 

These  figures  are  presented  graphically  on  Charts  I, 
II,  III,  and  IV. 

The  average  cost  did  not  correspond  in  the  first  two 
years  to  the  average  costs  of  the  modal  groups.  In  both 
1913  and  1914  it  was  approximately  $4.00  lower  than 
the  modal  costs.  In  1915  the  two  corresponded  more 
closely,  and  in  1916  they  were  practically  identical.  The 
mode  in  1915  was  about  $33.95  and  in  1916  about  $31.34. 

It  is  almost  impossible  to  compare  the  prices  of  1913 
and  1914  with  the  costs  of  those  years,  as  no  investment 
figures  are  given.  The  average  investment  per  ton  in 
1915  was  apparently  about  $86.00.'  Interest  at  5  per 

1  New»-Print  Paper  Industiy,  p.  0,  Table  18. 

*  IiiTestineiit  figuree  have  to  be  estimated  from  material  in  the  Commi«ion*e  report. 
These  figures  in  the  ease  of  newsprint  paper  seem  reasonably  aeeurate.    See  p.  112. 
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No.  of 

miUg 

Tons 
I»rodueed 

Per 

osnt 

of 

total 

ATtnce 

ooatper 

too 

1913 
I.  LeflB  than  $27   

2 
3 
1 
8 
14 
2 

169,548 

82,773 

75,290 

214,678 

361,602 

40,472 

18.0 

8.7 

8.0 

22.7 

38.3 

4.3 

$26.51 

U.  $27  and  len  than  $30 

ni.  $30    •      «       «    $33 

IV.  $33    •      «       «    $36 

V.  $36    «      «       «    $40 

VI.  $40    «    over  

27.57 
30.97 
34.66 
36.93 
40.80 

Total   

30 

944,363 

100.0 

$33.42 

1914 
I.  LeflB  than  $27   

3 
1 
4 
12 
13 
2 

192,705 
59,681 
210,113 
229,201 
338,522 
13,308 

18.5 
5.7 
20.1 
22.0 
32.4 
1.3 

$26.27 

II.  $27  and  less  than  $30 

ni.  $30    «      «       «    $33 

IV.  $33«      •       «$36 

V.  $36«      «       «$40 

VI.  $40    «    over 

27.17 
31.66 
34.97 
37.32 
40.43 

Total  

35 

1,043,530 

100.0 

$33.08 

1915 
I.  LeflB  than  $27   

3 
2 
8 
11 
8 
3 

195,830 
138,934 
260,505 
276,672 
120,199 
33,321 

19.1 
13.5 
25.4 
27.0 
11.7 
3.3 

$26.64 

IL  $27  and  lew  than  $30 

ra.  $30    «      «       «    $33 

IV.  $33«      «       «$36 

V.  $36    «      «       «    $40 

VI.  $40    •    over 

28.51 
31.64 
34.75 
37.74 
43.67 

Total   

35 

1,025,461 

100.0 

$32.21 

1916  (first  half) 
L  Lew  than  $27   

2 
4 
10 
8 
6 
4 

47,436 

146,850 

150,233 

117,729 

34,441 

43,147 

8.8 

27.2 

27.8 

21.8 

6.4 

8.0 

$25.56 

IL  $27  and  lew  than  $30 

IIL  $30«      «       «$33 

IV.  $33    «      «       «    $36 

V.  $36    «      «       «    $40 

VI.  $40    «    over  

28.10 
31.30 
34.96 
37.03 
41.76 

Total  

34 

539,836 

100.0 

$31.93 
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Canned  Salmon  Costs  and  Pbices 

p^The  costs  of  producing  a  full  case  of  canned  salmon 
in  1916  and  1917  are  as  follows: 


Bangein  ooat 
per  full  eue 

1016 

Number  of 

fulloaeee 

1017 
Number  of 

fuUOBMt 

RuiajB  in  ooet 
per  fuUeue 

1016 

Number  of 

fuUoaeee 

1017 

Number  ol 

fullosMt 

%l,5O-t2.00 

64,387 

53,965 

110.50-111.00 

24,624 

15,358 

2.00-  2.60 

402,895 

•  •  ■  • 

11.00-  11.60 

8,495 

•  •  •  • 

2.50-  3.00 

1,377,603 

483,466 

11.50-  12.00 

5,842 

27,170 

3.00-  3.50 

814,279 

1,304,415 

12.00-  12.60 

7,860 

4,488 

3.50-  4.00 

993,283 

1,133,893 

12.50-  13.00 

•  •  • 

6,709 

4.00-4.50 

788,314 

1,095,815 

13.00-  13.50 

1,686 

4.50-6.00 

377,270 

794,158 

13.50-  14.00 

•  •  •  • 

5.00-  5.50 

125,573 

541,411 

14.00-  14.50 

•  •  •  • 

5.50-  6.00 

100,770 

626,873 

14.50-  15.00 

•  •  •  • 

6.00-  6.50 

27,010 

306,615 

16.00-  15.60 

•  •  •  • 

6.50-  7.00 

22,291 

298,373 

15.50-  16.00 

•  •  •  • 

7.00-  7.60 

166,304 

383,602 

16.00-  16.60 

21,868 

7.50-  8.00 

48,430 

168,687 

16.50-  17.00 

•  •  •  • 

8.00-  8.50 

1,288 

164,675 

17.00-  17.60 

21 

8.50-9.00 

4,322 

14,101 

17.50-  18.00 

.... 

9.00-  9.50 

•  •  •  • 

112,123 

18.00-  18.60 

2,489 

9.50-10.00 

•  •  •  • 

20,467 

18.50-  19.00 

1,398 

10.00-10.50 

•  •  •  • 

133,168 

19.00-  26.60 

3,574 

The  difficulty  in  comparing  the  average  price  of 
canned  salmon  with  the  costs  arises  from  the  differences 
in  grades.  Even  in  any  one  kind  of  salmon  there  are 
different  grades  of  meat,  which  bring  different  prices 
when  canned ;  and  salmon  from  different  sections  bring 
different  prices.  A  small  amount  of  very  fine  or  very 
expensive  canned  salmon,  such  as  might  bring  a  high 
price,  would  not  affect  the  average  price  materially; 
but  it  would  apparently  have  a  great  effect  on  the  mar^ 
ginal  cost.  Thus,  the  average  price  in  1916  was  $4.90| 
very  much  nearer  the  averages  than  the  higher  costs. 
In  1917  the  average  price  ($7.28)  moved  hi^er  on  the 
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ooet  curve,  but  prioee  of  salmon  in  1917  were  abnormally 
high.  In  this  industry  the  interest  on  investment  was 
probably  about  $.15  to  $.20  per  case  in  1916  and  1917.^ 
In  order  to  get  figures  of  any  value  the  cost  of  produc- 
ing a  certain  grade  should  be  compared  with  the  price  of 
that  grade.  As  the  Commission's  report  gives  the  best 
figures  for  the  grade  ''red/'  these  will  be  analyzed.' 


1016 

1017 

Bangeiooott 

Red 

Ranee  in  ooat 

Red 

$1.60- 

$1.99 

$2.00  - 

$2.49 

2.00  - 

2.49 

6,691 

2.60- 

2.99 

10,972 

2.50  - 

2.99 

96,171 

3.00- 

8.49 

268,266 

8.00  - 

3.49 

168,392 

3.60- 

8.99 

367,364 

8.60- 

3.99 

767,887 

4.00  - 

4.49 

486,634 

4.00  - 

4.49 

268,382 

4.60- 

4.99 

422,943 

460  - 

4.99 

91,667 

5.00  - 

5.49 

202,688 

6.00  - 

6.49 

33,933 

5.50  - 

6.99 

86,717 

5.50  - 

5.99 

6.00  - 

6.49 

120,802 

6.00  - 

6.49 

6.60  - 

6.99 

20,602 

6.60  - 

6.99 

2,347 

7.00  - 

7.49 

114,082 

7.00  - 

7.49 

6,032 

7.60  - 

7.99 

32,104 

7.50- 

7.99 

11,816 

8.00  - 

8.49 

27,726 

aoo- 

8.49 

8.60  - 

8.99 

8.60  - 

o.W 

4,322 

9.00  - 

9.49 

35,666 

Oror 

9.00 

9.60  - 

9.99 

10.00  - 

10.49 

8,445 

Over 

10.50 

33,834 

These  figures  are  presented  graphically  on  Charts  VIII 
and  IX. 

In  1916  the  opening  price  of  "red''  was  $6.00  per 
case  for  most  companies;  some  companies  asked  $6.40. 
The  opening  price  can  be  taken  as  the  approximate 
average  gross  price.  Unless  the  investment  per  case  was 

1  Arenife  inTestment  per  eeae  in  1016  mm  $4.97  and  ranged  from  $2.49  to  $7.91. 
AT«rete  inTeetinent  per  eue  in  1917  mm  about  $4.81  and  ranged  from  $2.70  to  $9.00  i>er 
le. 

*  Report,  p.  48,  TaUe  1$. 
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very  different  for  this  grade  than  for  all  other  grades, 
only  $.15  or  $.20  need  be  deducted  for  interest  and 
about  $.30  for  selling  expense.  Deductions  for  cash  dis- 
counts and  other  allowances  cannot  be  estimated.  The 
modal  cost  was  about  $3.80;  the  bulk-line  cost  was  prob- 
ably about  $5.25.  Some  salmon  was  produced  at  higher 
costs,  but  these  seem  sporadic  and  unusual.  Profits  in 
this  year  were  abnormal  as  the  average  retmn  on  invest- 
ment was  22  per  cent.^ 

In  1917  the  opening  price  was  $9.40  per  case  for  most 
companies;  some  companies  asked  $10.00.  After  deduct- 
ing the  same  interest  charges  ($.15  or  $.20),  and  the 
same  selling  expense  of  $.30,  and  estimating  allowanoes 
to  be  deducted  in  order  to  arrive  at  net  price,  the  net 
price  minus  interest  will  be  approximately  equal  to  the 
highest  costs.  The  modal  cost  was  only  $4.22  in  this 
year.  The  price  of  salmon  in  1917  was  abnormally  high, 
and  was  not  well  adjusted  to  cost.  The  average  return 
in  investment  was  52  per  cent.* 

The  Costs  and  Prices  of  Sugab  Beets 

The  costs  of  growing  sugar  beets  (per  ton)  in  three 
districts  in  1913  are  given  in  the  table  on  page  284. 

These  figures  are  presented  graphically  on  Charts  X, 
XI,  and  XII. 

It  is  impossible  to  determine  the  investment  (per  ton) 
from  the  Commission's  report.  It  can  probably  be  as- 
sumed that  the  interest  on  the  investment  was  approxi- 
mately $1.00  per  ton.  This  figure  applies  better  to 
Calif  omia  than  to  the  other  districts. 

In  the  Ohio-Indiana  district  the  average  net  price  was 
about  $5.26  per  ton.  The  highest  cost  group  in  this  dis- 
trict ranged  between  $5.20  and  $5.60.  If  the  deduction 

»  Report,  p.  61,  TiOde  28.  >  Ibid.,  p.  •!•  TiAk  98. 
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Ohio-Indiana  Dibtbict 


Caufobnia  D18TBICT  {com,) 


BuiieiBoott 
Cperton) 

$2.4  -12.8 

Tom 
produoed 

708 

RanCd  in  oott 
(per  ton) 

$6.7  -$6.9 

Tons 
prodocod 

2.8  -  3.2 

1402 

6.9  -  7.1 

8.2  -  8.6 

913 

7.1  -  7.3 

3.6  -  4.0 

995 

7.3  -  7.5 

40  -  4.4 

635 

7.5  -  7.7 

4.4-4.8 

312 

7.7  -  7.9 

48  -  5.2 

205 

7.9  -  ai 

5.2  -  5.6 

11 

8.1  -  8.3 

1,100.00 

OALTTOBmA  DI8TBICT 

Michigan  (lowxb 

fbninsxtlab) 

$1.7  -$1.9 

3,161.70 

D18TBICT 

1.9  -  2.1 

11,877.68 

$2.4  -$2.8 

1,721.18 

2.1  -2.3 

1,088.00 

2.8  -  3.2 

1,629.10 

2.3  -  2.5 

5,435.20 

8.2  -  3.6 

2,202.99 

2.5  -  2.7 

2,816.00 

3.6  -  40 

2,391.10 

2.7  -  2.9 

7,962.50 

40  -  44 

1,426.75 

2.9  -  3.1 

13,955.05 

44  -  48 

1,534.42 

3.1  -  3.3 

4,266.50 

48  -  5.2 

1,793.42 

3.3  -  3.5 

24,790.44 

5.2  -  5.6 

770.20 

3.5  -  3.7 

2,780.00 

5.6  -  6.0 

69.51 

3.7  -  3.9 

770.00 

6.0  -  6.4 

342.10 

8.9  -  41 

6.4  -  6.8 

196.00 

41  -  43 

636.30 

6.8  -  7.2 

13.28 

43  -  45 

6,944.00 

7.2  -  7.6 

45  -  47 

959.00 

7.6  -  8.0 

47  -  49 

8.0  -  8.4 

48.08 

49  -  5.1 

2,960.00 

8.4  -  8.8 

5.1  -  5.8 

572.50 

8.8  -  9.2 

10.38 

5.3  -  5.5 

9.2  -  9.6 

13.38 

5.5  -  5.7 

9.6  -10.0 

•  •  •  • 

5.7  -  5.8 

10.0  -10.4 

61.66 

5.9  -  6.1 

200.00 

10.4  -10.8 

6.1  -  6.3 

10.8  -11.2 

6.8  -  6.5 

11.2  -11.6 

21.84 

6.5  -  6.7 

11.6  -12.0 

38.20 

for  interest  be  made,  it  will  be  clear  that  the  average 
price  in  this  district  was  far  below  the  highest  cost  and 
approximated  the  bulk-line  position.   The  average  cost 
was  only  $3.50,  a  little  higher  than  the  modal  cost. 
In  the  Michigan  district  the  average  net  price  was 
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15.54  per  ton.  Altho  the  costs  above  $7.20  per  ton  may 
be  considered  sporadic,  price  did  not  conform  to  the 
higher  marginal  costs  in  this  district,  after  making  al- 
lowance for  interest.  Moreover,  price  was  not  much 
above  the  modal  cost,  which  was  about  $3.58. 

In  the  Califomia  district  the  price  ($6.01)  was  higher 
than  the  marginal  costs  (not  the  highest  costs)  even 
when  interest  on  the  investment,  which  is  probably 
somewhat  larger  in  Califomia,  is  taken  into  considera- 
tion. The/  modal  cost  was  about  $3.42. 

It  should  be  noted  that  the  reason  for  the  Commis- 
sion's investigation  was  the  alleged  low  prices  paid 
farmers  for  sugar  beets.  The  Commission's  investiga- 
tors, however,  did  not  believe  that  the  truth  of  this 
contention  was  established  by  the  investigation.  No 
average  return  on  investment  for  these  sections  was 
pubUshed  in  the  report. 


The  Costs  and  Pbices  of  Coppeb 

The  costs  of  producing  copper  in  1918,  as  determined 
by  the  Federal  Trade  Commission,  were  as  follows:  ^ 


No. 

of 

eii. 

PouDds 

Perosnt 

Avenge 

Avwftce 
■eUing 

Averaie 
inyeet- 

produoed 

of  total 

oon 
per  lb. 

price 
per  lb. 

ment 
per  lb. 

Cost  leas  than  15  cents 

6 

424,340,257 

33.84 

12.630 

24.357 

22.428 

"     15    to  17i  cents 

7 

395,672,300 

31.56 

16.284 

24.430 

33.278 

•     17i  «   20  cents 

8 

169,578,109 

13.53 

18.078 

25.073 

31.453 

«    20    «   21       « 

5 

36,871,193 

2.94 

20.477 

23.664 

40.419 

-21-22       « 

5 

91,812,263 

7.32 

21.605 

23.108 

36.412 

«     22    «   24       • 

7 

90,111,068 

7.19 

22.090 

24.207 

29.998 

•     24    «   28       • 

8 

33,955,962 

2.71 

26.273 

24.455 

20.961 

*     over  28  cents 

7 

11,426,343 

.91 

35.989 

24.172 

93.629 

Total  and  average 

53 

1,253,767,585 

100.00 

16.700 

24.388 

29.779 

>  Bee  CkMt  Report*  of  Federal  Trade  Commiirion,  Copper,  June  90,  1010. 
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These  figures  are  presented  graphically  on  Chart  VII. 

The  average  selling  prices  realized  by  the  producers  in 
the  different  cost  groups  varied  somewhat;  but  the  aver- 
age selling  price  for  all  the  companies  was  24.388  cents. 
Hie  bulk-line  companies  received  approximately  24 
cents  for  their  product.  The  government  fixed  the 
price  of  copper  at  23^  cents  a  pound,  effective  Septem- 
ber 21, 1917,  and  this  price  prevailed  until  July  2, 1918, 
when  it  was  put  at  26  cents  and  remained  so  for  the 
balance  of  the  year. 

The  investment  also  varied  for  the  different  com- 
panies, but  the  investment  of  the  bulk-line  producers 
was  probably  somewhere  between  20  and  30  cents. 
Interest  at  5  per  cent  would  be  about  1  cent  or  1^  cents. 
If  this  interest  deduction  be  subtracted  from  the  pricCi 
the  result  would  be  anywhere  from  22.5  cents  to  23.5 
cents.  The  bulk-line  cost  seems  to  be  between  19  and 
23  cents.  Thus  price  was  even  above  the  marginal  costs. 
This  is  explained  by  the  fact  that  the  industry  averaged 
more  than  25  per  cent  on  its  investment. 

Conclusions 

The  deductions  to  be  drawn  from  the  material  here 
presented  are  only  tentative.  Cost  groups  of  this  kind 
should  be  so  presented  in  the  future  as  to  enable  investi- 
gators to  identify  (if  only  by  nmnber)  the  different  pro- 
ducgra  represented,  and  particularly  those  at  the  bulk 
lineal  The  investment  for  each  group  of  producers 
should  be  indicated,!  as  in  the  copper  figures  shown 
above.  More  data  must  be  available  before  final  con- 
clusions can  be  presented.  Diuing  the  war  the  Federal 
Trade  Conmiission  obtained  costs  for  a  nmnber  of  in- 
dustries. These  are  being  published,  but  are  not  entirely 
suitable  for  the  present  purpose  because  the  prices  for 
the  industries  represented  were  not  competitively  deter- 
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mined  but  fixed  by  the  various  price-fixing  agencies,  and 
for  the  further  reason  that  investment  figures  are  not 
usually  given.  If  the  conclusions  to  be  set  forth  in  the 
next  paragraph  are  not  borne  out  by  further  investiga- 
tion, all  that  the  writer  can  claim  as  the  raison  d'&tre  of 
this  paper  is  the  method  of  inquiry  which  it  sets  forth. 

From  the  figures  presented  it  appears  that,  if  the 
average  return  on  investment  is  an  index  of  normalityi 
in  no  case  were  the  industries  represented  operating 
under  absolutely  normal  conditions  of  competition. 
However,  in  those  years  which  were  more  nearly  normal, 
price  was  in  practically  every  case  considerably  above 
the  modal  or  average  cost  and  approximated,  generally 
speaking,  the  bulk-line  position.  This  was  as  true  of  the 
manufacturing  as  of  the  extractive  industries,  and  as 
true  of  the  smaller  dispersion  group  as  of  the  larger  dis- 
persion group.  Bookprint  paper  in  1916  is  the  one  case 
where,  even  with  a  high  retmn  on  investment,  the  price 
was  not  much  above  the  marginal  or  biflk-line  cost. 
This  may  be  explained  by  the  small  de^ee  of  ^lispersion 
for  the  costs  of  the  industry  in  that  year.  More  data 
may  bear  out  the  contention  that  the  price-cost  relation 
is  affected  by  the  degree  of  dispersion  of  the  costs. 
Until  such  data  are  procurable,  the  generalization  to  be 
drawn  from  these  analyses  is  as  follows.  Price  approxi- 
mates bulk-line  or  marginal  cost  under  normal  condi- 
tions of  competition,  i.  e.,  when  the  total  gross  profits 
(including  interest  and  profit)  of  all  the  producers  in  an 
industry  amount  to  approximately  10  per  cent  of  the 
entire  capital  invested  in  the  industry;  and  price  is 
higher  or  lower  than  bulk-line  cost  whenever  the  return 
is  greater  or  less  than  approximately  10  per  cent. 

Eebiper  Simpson. 

Fkdebal  Tradx  Commibbion, 
Washington,  D.C. 


THE  RAILROADS  UNDER  GOVERNMENT 

OPERATION.    I.   THE  PERIOD  TO 

THE  CLOSE  OF  1918  > 

SUMMARY 

Events  preceding  federal  oontrol,  290.  —  Decline  in  net  income,  291. 
—  Roads  unprepared  for  the  traffic  of  1915,  293.  —  Voluntary  unifica- 
tion through  Railroads'  War  Board,  298.  —  Results  not  satisfactory, 
997.  —  Railroads  taken  by  the  government,  900.  —  Reasons  for  federal 
oontrol,  801.  ^- Organisation  under  federal  control,  308.  —  Contract 
between  Director  General  and  railroad  companies,  806.  —  The  first 
period:  unification  and  standardisation,  309.  —  Joint  use  of  terminals 
and  other  facilities,  810.  —  Utilisation  of  motive  power,  818.  —  Joint  use 
of  fireic^t  cars,  818.  —  Frei^t  in  solid  train  lots,  814.  —  Disregard  of 
shippers'  designation  of  routes,  814.  —  Diversion  of  exports  to  southern 
ports,  815.  —  Consolidation  of  ticket  offices,  315.  —  Standardisation  of 
looomotives  and  cars,  316.  —  Simplification  of  accounting,  819. — Stand- 
ardisation of  operating  statistics,  821.  —  Reductions  in  passenger  train 
service,  323.  *-  "Sailing  day  plan"  for  less  than  car  load  freight,  326.  — 
Abolition  of  "  off-line  "  frei^t  agencies,  327.  —  Increases  in  rates,  327.  — 
Adjustment  of  complaints,  829.  —  Uniform  classification,  329.  —  Labor 
problems  and  wage  increases,  380.  —  Extent  of  freight  congestion  in 
December,  1917,  382.  —  Movement  of  foodstuffs  for  export,  832.  — 
Bituminous  coal  situation,  888.  —  Movement  of  troops,  334.  —  Volume 
of  tonnage  moved  in  1918,  385.  —  Operating  results  and  operating 
efficiency;  statistics,  836.  —  Financial  results,  838. 

The  years  1917-20  inclusive,  will  stand  out  as  a 
critical  period  in  the  history  of  American  railroads. 
These  short  three  years  were  marked  by  as  many  funda- 
mental changes  in  railroad  administration.  First  came 
the  voluntary  imification  of  all  railroads  and  the  at- 
tempt on  the  part  of  individual  roads  to  act  together  in 
the  war  emergency  as  one  system,  under  the  direction  of 

>  The  writer  of  thie  article  wm  officially  oonneoted  with  the  United  States  Railroad 
Adminietration  from  Ai>ril.  1917,  until  September  16,  1919,  first  as  manager  of  the 
Operatinc  Statistice  Section,  and  later  as  aonstant  director  of  Operation. 
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a  Railroads'  War  Board  invested  with  power  to  suspend 
and  disregard  individual  and  competitive  interests. 
This  voluntary  unification  lasted  from  April  11,  1917, 
to  December  28,  1917,  or  almost  nine  months.  The 
second  change  was  the  compulsory  imification  of  all 
railroads  under  federal  control,  lasting  twenty-six 
months  (until  February  29, 1920).  The  third  came  with 
the  passage  of  the  Transportation  Act  of  1920,  which 
restored  the  railroads  to  private  management  and 
fundamentally  modified  the  policy  of  public  r^^ulation. 

From  March  1,  1920,  railroad  administration  has 
entered  upon  a  new  era.  We  are  now  observing  with 
keen  interest  the  workings  of  the  new  policy  of  r^^ula- 
tion,  and  are  wondering  whether  the  results  in  the  im- 
mediate future  will  justify  the  action  of  oiu*  law  makers 
in  giving  constructive  effect  to  an  overwhelming  public 
opinion  in  favor  of  the  restoration  of  private  manage- 
ment and  a  more  liberal  policy  of  regulating  earnings, 
or  whether  it  will  mark  the  final  downfall  of  private 
management  and  the  permanent  adoption  of  some  form 
of  governmental  operation  or  ownership.  The  tradi- 
tional American  policy  of  relying  upon  competition  and 
private  initiative  to  serve  public  interests  in  railroad 
management  is  on  trial  for  its  life.  Whether  it  will  be 
condemned,  or  vindicated  and  acquitted,  depends  upon 
the  degree  of  success  which  attaches  to  the  results  under 
the  provisions  of  the  Transportation  Act. 

It  is  the  purpose  of  this  and  a  second  article  (1)  to 
review  the  events  which  preceded  the  President's  proc- 
lamation taking  possession  of  the  railroads;  (2)  to  re* 
view  the  policies  and  results  of  the  first  year  of  federal 
control,  during  which  American  participation  in  the 
world  war  was  at  its  height;  (3)  to  discuss  the  policies 
and  results  of  federal  control  during  its  second  year  or 
the  first  part  of  the  reconstruction  period;  and  (4)  to 
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comment  upon  the  present  situiation  and  the  outlook  for 
the  future.  The  present  article  will  deal  with  events  up 
to  December  31,  1918. 

Events  Preceding  Federal  Control 

Critics  of  private  railroad  management  state  that  the 
railroads  ''broke  down"  in  1917,  just  at  the  time  when 
transportation  efficiency  was  most  vitally  necessary.  If 
it  is  true  that  the  railroads  failed  in  the  emergency,  we 
are  as  much  interested  in  the  causes  of  the  failure  as  in 
the  failure  itself.  To  get  at  the  causes  it  is  necessary  to 
trace  the  events  of  the  decade  preceding  the  period  of 
the  war. 

Until  a  few  years  prior  to  oiu*  entrance  into  the  war,  it 
had  been  the  traditional  policy  of  the  typical  American 
railroad  to  keep  its  equipment  and  facilities  well  ahead 
of  the  demands  of  growing  traffic.  The  cost  of  additional 
or  improved  equipment,  and  of  additional  or  enlarged 
terminals,  trackage,  and  other  physical  facilities,  was 
met  either  from  current  income  or  from  the  sale  of  new 
securities.  As  a  result  of  this  policy,  the  typical  railroad 
was  always  equipped  to  handle  its  growing  business 
economically.  There  was  an  ample  factor  of  safety,  so 
that  the  ever-increasing  volume  of  tonnage  and  pas- 
sengers could  be  handled  expeditiously  and  without 
congestion. 

The  ability  to  continue  this  poUcy  depended,  of 
course,  upon  net  earnings  sufficient  to  insure  ample 
credit.  So  long  as  net  earnings  justified  appropriations 
for  improvements,  or  were  sufficient  to  assure  the  inves- 
tor in  new  securities,  there  was  no  difficulty  in  keeping 
pace  with  expanding  traffic.  In  most  cases  the  earnings 
from  the  additional  traffic  sufficed  to  pay  a  reasonable 
return  upon  the  additional  investment.    The  law  of 
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increafidng  returns  had  its  full  application  as  the  im- 
provements or  enlargements  in  equipment  and  facilities 
made  it  possible,  with  the  larger  traffic,  to  operate  at 
lower  unit  costs.  These  lower  unit  costs  enabled  the 
railroads  to  absorb  the  gradually  increasing  wage  rates 
or  other  additional  operating  expenses  and  taxes,  and 
because  investors  had  confidence  in  railroad  securities 
they  were  easily  marketable. 

This  situation  continued  as  long  as  net  earnings  were 
sufficient.  But  the  gradual  tendency  of  higher  operat- 
ing costs,  coupled  with  a  national  and  state  policy  of 
regulation  which  tended  to  reduce  rather  than  to  in- 
crease rates,  soon  had  the  effect  of  reducing  net  income. 
The  turning  point  came  about  1906,  or  coincident  with 
the  passage  of  the  Hepburn  Act  amending  the  Inter- 
state Commerce  Act.  This  amendment,  with  its  power 
of  suspension,  gave  the  Commission  complete  control 
over  rates.  The  period,  too,  was  marked  by  unusual 
activity  on  the  part  of  state  commissions  and  state 
legislatures.  Many  new  laws  were  passed,  nearly  all  of 
which  either  reduced  revenues  or  increased  expenses. 
The  difficulty  was  aggravated  by  a  conffict  of  regulating 
laws  as  between  the  states  themselves,  and  as  between 
the  states  and  the  Interstate  Conunission.  Coupled 
with  these  adverse  influences  on  net  earnings  came 
greater  activity  on  the  part  of  the  railroad  labor  organ- 
izations in  their  demands  for  higher  wages.  While  the 
steadily  growing  burdens  of  increased  operating  ex- 
penses and  taxes  impinged  upon  and  forced  net  income 
downward,  the  railroads  were  imable  to  convince  the 
government  regulating  authorities  that  rates  should  be 
increased  in  a  degree  which  would  maintain  net  income* 
Consequently  it  became  difficult  to  appropriate  mon^ 
for  betterments,  and  during  the  decade  which  pr&r 
ceded  our  entrance  into  the  world  war  the  program  of 
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extensions,  enlargements,  and  improvements  was  far 
below  the  normal  rate  of  earlier  years.  Not  only  were 
the  railroads  as  a  whole  miable  to  raise  the  funds  neces- 
sary to  equip  themselves  for  prospective  increases  in 
traffic,  but  many  were  in  such  financial  straits  that  they 
foimd  themselves  unable  to  maintain  their  solvency. 
The  year  1915  marked  the  peak  of  railroad  receiver- 
ships. In  that  year  approximately  42,000  miles,  or  about 
one-sixth  of  the  entire  railroad  mileage  of  the  coimtry 
was  in  the  hands  of  the  courts.^  New  construction  had 
practically  ceased.  The  mileage  of  new  railroad  built 
in  that  year  was  less  than  in  any  year  since  the  period 
of  the  Civil  War.  Orders  for  new  locomotives  and  cars 
dropped  to  an  unprecedented  low  level,  and  drastic 
retrenchment  and  curtailment  in  service  were  every- 
where in  evidence. 

The  spokesmen  of  the  railroads  made  earnest  and 
continued  appeals  in  an  effort  to  arouse  the  interest  of 
the  public  and,  through  the  public,  the  interest  of  the 
governmental  r^ulating  authorities  in  the  seriousness  of 
the  railroad  situation.  Among  these  spokesmen  none 
presented  the  railroad  case  with  more  vigor  or  with 
more  vision  than  the  late  James  J.  Hill.  For  several 
jrears  before  the  world  war  he  foresaw  the  ultimate 
effect  of  the  slowing  down  of  railroad  development,  and 
he  sounded  a  note  of  warning,  predicting  that  national 
embarrassment  would  come.  He  plead  for  a  policy  of 
regulation  which  would  make  it  possible  to  invest  one 
billion  dollars  annually  in  railroad  facilities,  particularly 
in  terminals.  But  the  warning  and  the  plea  were  not 
needed.  The  railroads  were  able  to  spend  but  a  fraction 
qI  the  sum  which  he  regarded  as  necessary.  Conse- 
quently the  natural  increase  in  traffic  (ton  miles  double 
sboxxt  every  twelve  years)  soon  overtook  and  exceeded 
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the  capacity  of  the  railroads  to  give  satisfactory  service. 
The  point  of  traffic  saturation  was  reached. 

This  was  the  situation  in  1915,  when  the  flood  of 
extra  traffic  incident  to  the  great  war  broke  upon  the 
raibx)ads.  They  were  not  prepared  for  the  overload, 
but  met  the  emergency  with  resourcefulness.  The  year 
1916  brought  a  further  increase  in  traffic  as  the  oniers 
for  war  materials  to  be  shipped  abroad  grew  in  volmne. 
Then  came  our  declaration  of  war  against  the  Central 
Powers  in  April,  1917,  and  with  it  the  mobilization  of 
the  army  and  navy,  the  construction  of  cantonments, 
the  beginning  of  the  ship  building  and  aircraft  pro- 
grams, and  the  large  scale  production  of  ammunition 
and  supplies  of  all  kinds  for  oiu*  fighting  forces. 

Having  in  mind  the  f imdamental  fact  that  during  the 
ten  years  immediately  preceding  the  date  of  our  partici- 
pation in  the  world  war  the  railroads  of  the  country 
had  been  imable  to  earn  net  income  sufficient  for  them 
to  maintain  their  credit  and  to  attract  new  capital  for 
needed  enlargements  and  improvements  in  facilities, 
and  that  the  abnormal  traffic  incident  to  war  conditions 
was  so  great  as  to  exceed  the  capacity  of  their  lines  and 
terminals,  it  was  inevitable  that  congestions  and  delays 
should  occur.  Such  a  result,  particularly  on  the  lines 
serving  the  eastern  seaboard,  where  most  of  the  addi- 
tional traffic  centered,  could  not  be  avoided. 

The  Railroads'  Wab  Boabd 

The  gravity  of  the  situation  was  fully  realized  by  the 
railroad  executives,  and  when  we  entered  the  war  they 
acted  quickly  in  an  effort  to  meet  the  emergency.  It 
will  be  recalled  that  in  1914,  almost  immediately  after 
England  declared  war  against  Germany,  the  British 
government  took  over  the  railroads  and  operated  them 
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through  a  board  consisting  of  the  general  managers  of 
the  principal  railroads.  When  the  United  States  be- 
came associated  with  the  Allies,  a  move  similar  to  that 
taken  by  the  British  government  was  anticipated  by 
our  railroad  executives,  but  they  decided  to  take  the 
initiative  themselves.  Within  five  days  after  our  dec- 
laration of  war  against  Germany  the  Railroads'  War 
Board  was  organized  imder  a  resolution  signed  by  the 
chief  executive  of  practically  every  railroad  in  the 
United  States.  The  resolution  boimd  the  railroads 
individually  to  coordinate  their  operations  during  the 
war  within  a  continental  railroad  system,  "merging 
during  such  period  all  their  merely  individual  and  com- 
petitive activities  in  the  effort  to  produce  a  maximum 
of  transportation  efl5ciency."  While  the  controlling 
motive  was  one  of  patriotic  endeavor  to  make  the  rail- 
roads the  greatest  possible  aid  to  the  government  in 
prosecuting  the  war,  there  was  undoubtedly  a  desire  on 
the  part  of  many  railroad  executives  to  demonstrate  to 
the  public  that  American  railroad  men  under  private 
ownership  and  control  of  railroads  could  do  their  part 
without  formal  government  action  like  that  taken  in 
England.  Such  a  demonstration,  if  successful,  would 
curb  the  activities  of  the  growing  number  of  people  who 
then  looked  with  favor  upon  government  ownership  as 
the  ultimate  solution  of  the  railroad  problem,  and  who 
advocated  the  immediate  taking  of  the  railroads  as  a 
war  measiu^. 

By  the  terms  of  the  agreement,  which  was  brought 
about  by  a  special  conunittee  of  the  American  Railway 
Association  (the  details  of  the  plan  had  been  worked  out 
before  we  declared  war),  the  operations  of  all  railroads 
as  a  continental  system  were  to  be  directed  by  the  execu- 
tive committee  of  the  Railroads'  War  Board,  to  whom 
the  chief  executive  of  each  railroad  company  had 
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formally  delegated  authority  to  merge  competitive 
activities  and  to  make  common  use  of  facilities  and 
equipment.  The  activities  of  the  Railroads'  War 
Board  were  tied  into  the  activities  of  the  Coimcil  of 
National  Defense  by  a  member  of  the  Council  who 
became  ex  officio  a  member  of  the  War  Board,  and  were 
similarly  coordinated  with  the  work  of  the  Interstate 
Commerce  Conmiission  through  one  of  the  Commis- 
sioners. The  two  ex  officio  members  participated  in  the 
deliberations  of  the  Railroads'  War  Board  and  in  the 
shaping  of  its  policies.  There  was  also  active  and  con- 
tinuous cooperation  between  the  Railroads'  War  Board 
and  the  army  and  navy,  and  the  Food  and  Fuel  Ad- 
ministrations, and  points  of  contact  were  established 
with  practically  all  other  governmental  agencies. 

Each  railroad  individually  was  operated  by  its  chief 
executive  imder  instructions  from  the  executive  com- 
mittee of  the  Board.  Outside  of  freight  car  utilization 
and  troop  movements,  an  excess  of  centralized  control  of 
detail  was  avoided.  The  executive  committee  exercised 
its  control  through  regional  committees,  the  chairmen 
of  which,  with  the  executive  committee  and  the  ex  officio 
members,  made  up  the  complete  Board.  These  regional 
chairmen  exercised  jurisdiction  in  territories  which  cor- 
responded with  the  five  army  departments,  namely,  the 
Northeastern,  the  Eastern,  the  Southeastern,  the  Cen- 
tral, and  the  Western  districts  with  their  respective 
chairmen  for  the  Railroads'  War  Board  and  generals  in 
charge  of  the-^trmy  departments.  At  each  army  head- 
quarters and  at  each  cantonment  camp  or  mobilization 
point  a  representative  of  the  Railroad  Board  was  sta- 
tioned to  insure  prompt  and  effective  cooperation  be- 
tween the  army  authorities  and  the  railroads,  and  during 
the  months  from  July  to  December,  1917,  the  railroad 
transportation  needs  of  the  army  were  met  in  a  man- 
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ner  which  brought  nothmg  but  praise  from  the  army 
authorities.^ 

While  the  first  ener^es  of  the  Railroad  Board  were 
devoted  to  satisfying  the  demands  of  the  army  and 
navy,  efforts  were  made  to  take  care  of  the  needs  of 
other  branches  of  the  government,  and  to  impose  the 
TninimnTn  of  hardship  upon  the  civilian  population. 
The  executive  committee,  the  regional  chairmen,  and 
the  several  sub-committees  of  the  Board  did  their  best 
to  bring  about  complete  unification  of  facilities  and 
equipment  and  to  eliminate  the  '^  merely  individual  and 
competitive  activities."  Much  of  merit  was  accom- 
plished by  the  Commission  on  Car  Service  in  its  efforts 
"to  make  one  freight  car  do  the  work  of  two."  Con- 
siderable progress  was  made  in  bringing  about  the  joint 
use  of  terminals  and  running  tracks,  in  reducing  the 
volimie  of  traffic  moving  via  circuitous  routes,  and  in 
curtailing  superfluous  passenger  trains  established  for 
competitive  reasons.*  The  statistical  records  of  April  to 
December,  1917  show  commendable  improvements  in 
the  efficient  utilization  of  locomotives  and  freight  cars, 
and  the  inconvenience  to  the  civilian  travelers  was  much 
less  than  that  which  was  imposed  in  England. 

I  In  hit  anmial  report  for  1017,  Seeretary  of  War  Baker  made  this  reference  to  rail- 
road ooOperation: 

**  In  thb  teneral  connection  It  leema  appropriate  to  refer  to  the  effective  codperation 
between  the  department  and  the  tranqportation  acenciee  of  the  country.  For  a  number 
of  jreare  the  Quartermaster  General't  Dopartment  haa  maintained  doee  relationa  with 
the  eaeeutiTeB  of  the  great  railway  syttema  of  the  country.  In  February,  1017  a  qpecial 
oommittee  of  the  American  Railway  Aaeodation  waa  appointed  to  deal  with  queetions 
of  »!nt*<^*^  defenee,  and  the  ooOperation  between  this  committee  and  the  department 
haa  been  moat  cordial  and  effective,  and  but  for  aome  euoh  arrangement  the  great  trana- 
portatkm  problem  would  have  been  inaoluble.  I  am  happy,  therefore,  to  join  the 
Qoartermaater  General  in  pointing  out  the  extraordinary  aervice  rendered  by  the  trana- 
portatkm  agendea  of  the  country,  and  I  concur  alao  in  hia  atatement  that  <^  thoee  who 
are  now  aerving  the  nation  in  thia  time  of  atreaa,  there  are  none  who  are  doing  ao  more 
wholeheartedly,  wnaefflaMy  and  eflloiontly  than  the  railroad  offioiab  who  are  engaged 
in  thb  patriotic  work." 

s  The  reduction  in  paaaenger  aervice  waa  mainly  on  the  roada  eaat  of  Chicago. 
Relatively  little  waa  done  on  the  tranaeontinental  linea.  The  failure  to  act  may  be 
traoed  to  the  Influanoe  of  oompetition. 
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Yet  the  results  as  a  whole  were  not  satisfactory. 
Freight  congestions  began  to  occur  on  the  lines  serving 
the  Atlantic  seaboard.  Yards,  sidings,  and  even  running 
tracks  were  clogged  with  cars.  The  freight  service  as  a 
whole  on  the  lines  between  Chicago,  Pittsburg,  and  the 
Atlantic  ports  was  badly  demoralized  during  the  last 
three  months  of  1917. 

One  reason  for  these  congestions  is  found  in  the  failure 
of  the  railroads  to  keep  up  their  programs  of  enlarge- 
ment and  improvement,  and  to  maintain  their  usual 
scale  of  additions  to  the  equipment  of  locomotives  and 
freight  cars.  The  small  factor  of  safety  that  remained  in 
1917  was  exceeded,  and  the  flow  of  traffic  at  strategic 
points  was  impeded.  It  is  an  axiom  of  transportation 
that  the  capacity  of  a  road  as  a  whole  is  limited  by  the 
capacity  at  strategic  points.  The  ''neck  of  the  bottle'' 
may  be  the  receiving  or  final  terminals,  it  may  be  the 
intermediate  yards,  it  may  be  the  engine  terminab,  it 
may  be  the  supply  or  the  condition  of  locomotives,  it 
may  be  the  nimiber  of  experienced  train  crews,  or  it  may 
be  the  capacity  of  the  management  to  cope  with  new 
problems.  In  this  case  the  principal  difficulties  were 
found  in  the  terminals  at  Pittsburg,  Baltimore,  Phila- 
delphia, and  New  York.  The  great  bulk  of  the  addi- 
tional war  traffic  from  other  sections  of  the  country  was 
required  to  move  through  those  terminals  and  the  rail- 
roads had  also  to  supply  the  raw  materials  to  and  take 
the  finished  products  from  the  many  manufacturing 
plants  in  Pennsylvania,  Delaware,  New  Jersey,  New 
York,  and  the  New  England  states. 

The  f ailiure  to  control  the  flow  of  export  traffic  was 
the  second  cause  of  the  congestion.  Freight  for  export 
was  accepted  without  regard  to  the  capacity  of  the 
available  ships.  Part  of  the  war  materials  for  the  Allies 
was  ordered  from  American  manufactiurers  under  con- 
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tracts  which  provided  that  a  large  percentage  of  the 
invoice  would  be  paid  as  soon  as  the  materials  were 
loaded  on  cars.^   The  profits  on  these  contracts  were 
large.    The  traffic  departments  of  the  railroads  were 
eager  to  get  the  tonnage.   There  was,  therefore,  every 
inducement  to  load  the  materials  into  the  cars  at  the 
earliest  possible  moment.   The  result  was  that  the  ex- 
port tonnage  on  the  rails  very  much  exceeded  the  capac- 
ity of  the  ships,  and  the  cars  containing  the  excess  were 
held  for  months  at  a  time.  If  something  Uke  the  permit 
system  which  was  adopted  later  by  the  United  States 
Railroad  Administration  had  been  put  into  effect,  or  if 
the  Railroads'  War  Board  had  been  able  to  curb  the  spirit 
of  competition  which  apparently  blinded  the  traffic  and 
executive  departments  of  the  railroads  to  the  obvious 
consequences,  the  flow  of  this  traffic  might  have  been 
controlled  at  the  source  and  the  crisis  might  have  been 
avoided.  As  the  trouble  developed  at  the  seaports  the 
cars  backed  up  and  filled  the  intermediate  yards.  Then 
it  affected  the  large  producing  centers  at  and  east  of 
Pittsburg.    Then  it  backed  up  to  Chicago  and  the 
Mississippi  River  points.   Freight  cars  held  weeks  and 
months  imder  load  were  not  released  in  time  to  be 
returned  for  new  loads,  and  a  car  shortage  resulted. 
Efforts  to  pick  out  certain  cars  from  the  accmnulation 
added  to  the  delay  and  confusion. 

The  original  Act  to  Regulate  Conmierce  (1886)  pro- 
vided that  the  railroads,  in  time  of  war,  should  give 
preference  and  precedence  over  all  other  traffic  to  the 
movement  of  troops  and  materials  of  war,  and  should 
adopt  every  means  within  their  control  to  facilitate  and 
expedite  military  traffic.  Under  this  authority  each 
branch  of  the  government  insisted  upon  priority  in  the 

>  Thii  applied  particularly  on  materials  for  Russia.  The  breakdown  in  that  country 
left  vast  stores  of  materials  on  cars  at  both  the  Atlantic  and  the  Pacific  seaports. 
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movement  of  its  freight,  but  there  was  no  effective 
agency  for  coordinating  these  demands.  As  the  govern- 
ment freight  made  up  such  a  large  part  of  the  total 
traffic  of  the  eastern  roads,  and  as  nearly  every  depart- 
ment pressed  for  special  priority  for  its  cars,  the  situa- 
tion became  one  of  demoralization.  It  was  stated  that 
on  one  day  in  the  latter  part  of  1917  a  coimt  of  the  east- 
ward-boimd  loaded  cars  on  the  Pennsylvania  Railroad 
east  of  Pittsburg  indicated  that  something  like  80  per 
cent  were  marked  for  priority.  Here  was  a  third  reason 
for  the  transportation  crisLs. 

Still  another  important  factor,  already  referred  to  in 
connection  with  the  export  situation,  was  the  failure  of 
the  Railroads'  War  Board  to  put  an  effective  curb  on 
competitive  influences.  This  was  but  natural.  Railroad 
officials  had  been  brought  up  in  an  atmosphere  of 
competition,  and  our  national  policy  of  r^ulation  is 
predicated  upon  unhampered  competition.    The  anti- 
pooling  and  the  anti-trust  laws  are  examples  of  legisla- 
tion for  enforcing  competition.  In  fact,  there  was  some 
fear  that  the  Attorney  Cjeneral  might  question  the 
legality  of  the  Railroads'  War  Board,  and  there  was 
imcertainty  as  to  how  long  it  would  continue  to  func- 
tion. A  railroad  executive  with  a  jealous  regard  for  the 
interests  of  his  stockholders  had  some  justification  for 
hesitating  to  give  up  something  which  might  per- 
manently benefit  a  natiu^  rival  and  permanently 
affect  the  value  of  his  property.   These  incidents  in  the 
main  attached  to  traffic  relations;  they  had  little  bear- 
ing upon  the  strictly  operating  features. 
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Federal  Control 

By  December,  1917  the  railroad  situation  had  be- 
come acute;  there  was  much  conjecture  as  to  what 
would  be  done.  The  uncertainty  was  dissolved  by  the 
President's  proclamation  of  December  26th.  Acting 
under  the  authority  granted  to  him  by  the  Army  Ap- 
propriation Act  of  August  29, 1916/  the  President  took 
possession  of  the  railroads  of  the  coimtry  as  a  war 
measure,  from  December  28,  1917,  and  appointed 
William  G.  McAdoo,  Secretary  of  the  Treasury,  as 
Director  General  of  Railroads. 

The  President's  proclamation  and  his  letter  to  Con- 
gress intimate  that  the  impelling  motive  for  federal 
control  was  one  of  finance.  ''Completeunity  of  admin- 
istration in  the  present  circumstances  involves  upon 
occasions  and  at  many  points  a  serious  dislocation  of 
earnings,  and  the  committee  (the  Railroads'  War 
Board)  was,  of  course,  without  power  or  authority  to 
rearrange  chai^ges  or  effect  proper  compensations  and 
adjustments  of  earnings.  Several  roads  which  were 
willingly  and  with  admirable  public  spirit  accepting 
the  orders  of  the  committee  have  already  suffered  from 
these  circumstances  and  should  not  be  required  to 
suffer  further."  The  tenseness  of  the  labor  situation  was 
another  groimd  for  the  federalization  of  railroads.  The 
high  wages  paid  in  the  shipbuilding  yards,  in  munition 
plants,  and  in  other  work  on  war  supplies,  and  the  sharp 
advances  in  the  cost  of  living,  had  caused  much  imrest 
among  railroad  workers.  While  the  railroad  executives 
were  deliberating,  there  were  threats  of  strikes,  and  the 

>  Thb  section  of  the  Act  wm  probably  intended  to  provide  for  any  emergency  which 
might  arise  in  connection  with  Mexico  in  1916.  At  the  time  of  ita  passage  there  was  little 
thought  of  our  entering  the  world  war. 
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situation  during  the  latter  part  of  1917,  just  preceding 
federal  control,  was  exceedingly  acute. 

But,  with  all  the  emphasis  placed  upon  matters  of 
finance  and  their  effect  upon  the  pressing  problems  of 
enlargement,  upon  labor  unrest,  and  upon  the  coordini^ 
tion  of  facilities,  other  reasons  were  in  the  backgroimd. 
One  of  the  great  obstacles  to  complete  coordination  of 
facilities  under  volimtary  agreement  among  the  rail- 
roads was  law-made  rather  than  railroad-made.  The 
things  which  the  United  States  Railroad  Administration 
at  once  set  about  to  do  were  the  very  things  that  the 
railroads  as  private  corporations  were  forbidden  to  do 
by  the  anti-trust  and  anti-pooling  laws.  What  the 
Railroads'  War  Board  had  done  in  voluntary  unification 
was  directly  contrary  to  those  laws,  and  the  executives 
knew  that  they  might  be  held  personally  liable.  There 
were  no  informal  ^^imderstandings"  that  under  the 
emergency  conditions  the  Department  of  Justice  would 
overlook  the  situation.  On  the  contrary,  there  were 
positive  indications  by  official  inquiries  that  the  At- 
torney General  was  keeping  himself  informed  of  every 
move.  The  laws  obliged  railroads  to  compete;  they  pro- 
hibited the  pooling  of  facilities  and  earnings.  Under  the 
war  conditions  the  maximum  of  transportation  produc- 
tion depended  to  a  large  extent  upon  effective  coordina- 
tion, which  required  the  pooling  of  resources.  This 
phase  of  the  situation  imdoubtedly  had  weight  in  the 
government's  decision  to  take  over  the  railroads.^ 

The  President's  proclamation  of  December  26,  1917 
directed  Mr.  McAdoo,  as  Director  General  of  Rail- 
roads, to  take  possession  of  and  control,  operate,  and 
utilize  "each  and  every  system  of  transportation  and 
appurtenances  thereof,"  and  to  "perform  the  duties 

>  The  Federal  Control  Act  provided  for  the  war-tixne  suepeoaion  of  the  matMrost 
and  the  anti-pooling  laws  aa  applied  to  railroada. 
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imposed  upon  him  through  the  boards  of  directors, 
receivers,  ofiBicers,  and  employees  of  said  systems  of 
transportation.  Until  and  except  so  far  as  said  director 
shall  from  time  to  time  by  general  or  special  orders 
otherwise  provide,  the  boards  of  directors,  receivers, 
ofiBicers,  and  employees  of  the  various  transportation 
systems  shall  continue  the  operation  thereof  in  the 
usual  and  ordinary  course  of  the  business  of  common 
carriers,  in  the  names  of  their  respective  companies." 
The  Director  Greneral's  first  general  order  accordingly 
directed  that  ''all  officers,  agents,  and  employees  .  .  • 
may  continue  in  the  performance  of  their  present  regular 
duties,  reporting  to  the  same  officers  as  heretofore  and 
on  the  same  terms  of  emplojrment." 

Under  this  order  the  president  of  a  railroad  company 
acted  as  agent  of  the  Director  Greneral  and  at  the  same 
time  continued  as  the  chief  executive  of  the  corporation 
—  a  form  of  organization  which  was  continued  until 
after  the  passage  of  the  Federal  Control  Act,  approved 
March  21,  1918.  That  Act  provided  the  terms  of  com- 
pensation to  the  corporations  and  otherwise  estabUshed 
the  relations  between  the  Director  General  as  the  lessee 
of  the  railroads  and  the  individual  companies  as  lessors. 

Inmiediately  after  the  passage  of  the  Control  Act  an 
attempt  was  made  to  draw  a  fairly  sharp  line  between 
railroad  activities  which  were  purely  corporate  and  those 
which  were  federal.  For  example,  on  March  30,  1918, 
Circular  No.  17  outlined  a  policy  imder  which  the 
salaries  and  expenses  of  officers  and  employees  engaged 
primarily  in  work  for  the  corporation  would  be  paid 
from  corporate  f imds,  if  the  corporation  desired  to  con- 
tinue their  services,  and  under  which  the  government 
would  pay  the  salaries  and  expenses  of  such  officers  and 
employees  only  as  were  necessary  for  the  federal  op- 
eration of  railroads.   This  circular  was  aimed  at  such 
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corporate  officers  as  chairmen  of  the  Board,  general 
counsel,  and  executive  financial  officers  such  as  the 
New  York  corporate  organizations  of  western  and 
southern  railroads. 

This  action  was  followed  on  May  21  by  a  fundamental 
change  in  organization.  Instead  of  continuing  the  chief 
executive  of  a  railroad  company  as  the  agent  of  the 
government,  the  Director  General  ordered  that  there 
should  be  a  distinct  cleavage  between  federal  and  cor- 
porate activities.  To  that  end  he  required  that  a  federal 
manager,  to  act  for  the  Director  Cjeneral,  should  be 
appointed  for  each  railroad  or  for  each  group  of  rail- 
roads in  the  cases  where  some  of  the  small  roads  were 
operated  as  parts  of  larger  systems.^  Federal  managers 
were  obliged  to  sever  all  connection  with  the  railroad 
companies.  They  were  to  represent  the  government  ex- 
clusively.  In  most  cases  the  president  or  the  operating 
vice  president  was  chosen  as  federal  manager.  There- 
after there  were  two  sets  of  officers  and  employees. 
The  first,  the  federal  organization,  included  as  its 
principal  officers  a  federal  manager  (on  a  few  of  the 
larger  systems  there  was  also  a  general  manager),  a 
federal  auditor,  a  federal  treasurer,  a  federal  coun- 
sel, and  other  officers  necessary  under  governmental 
operation.  The  second  set  of  officers  looked  out  for 
corporate  interests  and  consisted  of  a  president,  secre- 
tary, corporate  auditor,  corporate  treasurer,  and  others 
necessary  to  serve  the  interests  of  the  company  while 
the  roads  were  imder  federal  control.  This  action,  de- 
signed to  remove  the  possibility  of  conffict  of  interest 
and  of  loss  to  the  government  by  the  former  plan  of  dual 
responsibility,  was  precipitated  by  a  few  cases  in  which 
the  Director  General  did  not  receive  the  measure  of  sup- 
port which  he  believed  was  necessary. 

>  The  federal  nuukager  of  the  Baltimore  &  Ohio  Railxxiad,  for  eiample,  had  ehaifa 
aleo  <A  the  Weetem  Maryland  and  the  Cumberland  Valley  Railroada. 
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organization  was  the  federal  manager  of  a  road  or  a 
small  group  of  roads.  The  country  was  divided  into 
seven  r^ons  —  Eastern,  Allegheny,  Pocahontas,  South- 
em,  Northwestern,  Central  Western,  and  Southwestern. 
Each  region  was  in  chai^ge  of  a  regional  director,  as- 
sisted in  some  cases  by  district  directors.  The  r^onal 
directors  had  control  over  all  activities  within  their 
respective  regions,  but  in  f imctional  matters  their  woiic 
was  coordinated  by  the  several  directors  of  the  central 
administration. 

An  organization  chart  would  show  full  lines  of  respon- 
sibility and  authority  between  the  regional  directors 
and  the  Director  General,  with  broken  lines  indicating 
advisory  relations  between  the  regional  directors  and 
the  directors  of  the  several  divisions.  But  the  procedure 
was  never  definitely  understood,  and  at  times  there  was 
confusion.    In  theory  the  regional  directors,  controlling 
the  several  federal  managers,  were  intended  to  be  su- 
preme in  their  respective  r^ons,  and  were  to  be  respoiH 
sible  directly  to  the  Director  General.    It  was  the 
intention  that  the  central  organization  should  work 
through  the  regional  directors.    In  practice,  however, 
there  was  much  "short-cutting"  between  officers  of  the 
central  administration  and  the  federal  managers,  federal 
auditors,  federal  treasurers,  and  other  officers  suboi^ 
dinate  to  federal  managers.    There  was  some  feeling 
on  the  part  of  the  regional  directors  that  they  should 
not  be  held  responsible  for  actions  over  which  they  had 
no  direct  control.    Yet  on  the  whole,  considering  the 
size  of  the  organization  ^  and  the  lack  of  time  in  which 
to  work  out  and  publish  a  Manual  af  Organization 
with  a  clear  definition  of  authority  and  responsibility^ 
the  confusion  was  relatively  small.    Inasmuch  as  the 

1  Railroad  oflSc^n  and  employees  in  federal  control  with  thoee  emplojed  bj  th» 
Pullnum  lines,  express  company,  and  water  lines  numbered  HVrozimately  2.000,000,  or 
half  as  many  men  as  were  in  the  army  and  nary  at  the  height  ci  oar  military  aeti^itj. 
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motives  of  practically  every  one  in  the  official  organizar 
tion  were  in  harmony  with  the  controlling  desire  to 
operate  the  railroads  at  the  highest  pitch  of  efficiency  for 
war  purposes^  it  was  just  as  well  that  the  order  of  pro- 
cedure was  not  so  boimd  up  by  rigid  rules  as  to  sub- 
stitute army  '^red  tape''  for  a  reasonable  degree  of 
personal  initiative  in  short-cutting  where  the  circum- 
stances justified. 


Thb  Contract  betwesn  the  Government  and 

THE  Railroad  Companies 

From  the  date  of  the  passage  of  the  Federal  Control 
Act  in  March,  1918,  until  the  latter  part  of  October,  a 
large  part  of  the  time  of  the  Director  General  and  his 
l^al  and  other  advisors  was  taken  in  framing  a  stand- 
ard contract  between  the  government  and  the  com- 
panies. While  this  contract  was  based  on  the  provisions 
of  the  Act,  its  terms  were  so  hurriedly  drawn  that  many 
complications  were  apparent  when  the  attempt  was 
made  to  express  them  in  a  formal  contract.  The  nego- 
tiations were  long  drawn  out  and  the  contract  as 
finally  approved  by  Mr.  McAdoo  represents  many  com- 
promises, most  of  them  from  the  side  of  the  committee 
representing  the  railroad  companies.  Considerable 
difficulty  was  experienced  in  coming  to  an  agreement 
with  many  of  the  companies,  so  that  up  to  January  1, 
1919  contracts  had  been  executed  by  but  23  of  the  160 
or  more  Class  I  railroads.^  At  the  end  of  federal  control 
147  contracts  had  been  executed  and  83  were  still  under 
consideration.  Of  these,  49  had  agreed  with  the  Direc- 
tor General  as  to  compensation,  while  15  had  declined 
to  accept  the  compensation  offered  and  had  filed  appli- 

1  Annual  Report,  1018,  Divirion  of  Law. 
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cations  with  referee  boards  to  fix  compensation.  Six 
roads  had  declined  to  make  contracts  and  seven  had 
never  made  appUcation  therefor.' 

The  terms  of  the  contract  have  been  well  smnmarircd 
in  these  colimms  *  by  Professor  Dixon  and  need  not  be 
discussed  here.  Reference  will  be  made  later  to  the 
question  of  maintenance  and  its  relation  to  Section  5  of 
tiie  contract. 


The  Two  Periods  of  Federal  Control 

The  twenty-six  months  of  federal  control  may  be 
divided  into  two  distinct  periods  in  which  the  conditions 
differed  fimdamentally.  The  first  period  was  from 
January  1, 1918  to  the  signing  of  the  armistice.  During 
that  period  and  until  January  11,  1919,  Mr.  McAdoo 
was  Director  General.  The  second  period  was  from  the 
signing  of  the  armistice  until  the  end  of  federal  control 
on  February  29, 1920.  During  that  time  (except  for  the 
first  two  months)  Mr.  Walker  D.  Hines  was  Director 
General. 

The  first  period  was  one  of  intensive  military  activity. 
The  sole  thought  was  to  administer  the  railroads  as  an 
effective  agency  of  the  army  and  navy.  OflBicers  and  em- 
ployees were  spurred  by  motives  of  patriotism.  The 
public  cheerfully  accepted  limited  n^ilroad  service  and 
cordially  cooperated  with  the  Administration  in  its 
efforts  to  produce  the  maximum  of  the  kind  of  transpor- 
tation most  needed  in  the  war.  The  fact  that  the  rail- 
roads were  functioning  effectively  and  were  breaking 
all  records  of  transportation  efficiency  compensated  the 

^  Report  of  Director  General  to  the  Preddent  for  fourteen  monthi  ended  Maroh  1, 
1020. 

s  Quarterly  Journal  of  Economics,  vol.  mriii,  p.  677,  Aiiguat,  1919,  "  Federal  0per»> 
tion  of  RaOroada  During  the  War." 
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shipping  and  the  traveling  public  for  their  sacrifices,  and 
encouraged  railroad  officers  and  employees  to  do  their 
utmost.  Wages  had  been  raised  substantially;  the  high 
cost  of  Uving  was  not  yet  as  disturbing  a  factor  as  it 
became  later;  and  the  general  morale  of  the  service  was 
fairly  satisfactory. 

Almost  immediately  after  the  signing  of  the  armistice, 
there  came  a  marked  slackening.  The  spur  of  patriotism 
disappeared.  The  common  motive  to  excel  was  lacking. 
The  game  was  over.  The  war  had  been  won.  The  minds 
of  both  officers  and  men  turned  to  their  personal 
interests. 

Early  in  January,  1920  the  first  of  the  protracted 
hearings  on  the  return  of  the  railroads  was  held  by  the 
Senate  Committee  on  Interstate  Conunerce.  Then 
began  a  country-wide  discussion  of  the  railroad  problem 
and  the  formulation  of  the  many  ^'plans''  for  its  solu- 
tion. To  add  to  the  confusion  the  lid  was  lifted  from 
the  cauldron  of  dissatisfaction  on  the  part  of  shippers 
and  travelers.  With  the  conclusion  of  military  activity 
there  came  an  insistent  demand  for  a  resumption  of  pre- 
war service  and  pre-war  shipping  privileges.  A  natural 
reaction  set  in  against  governmental  administration. 
The  states  began  to  assert  their  rights  and  the  shippers' 
organizations  became  active  in  their  criticism.  An  agita- 
tion was  started  to  restore  the  rate-making  power  of  the 
Interstate  Commerce  Commission  and  a  Congressional 
bill  designed  to  bring  it  about  failed  only  because 
vetoed  by  the  President. 

Coupled  with  these  disturbing  factors,  the  cost  of 
living  continued  to  mount.  Railroad  employees  had 
expected  prices  to  drop.  The  higher  wage  awards  of  the 
Railroad  Administration  were  found  to  have  less  pur- 
chasing power  than  the  pre-war  wages.  The  spirit  of 
imrest  found  expression  in  insistent  demands  for  further 
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wage  increases.  The  appeal  of  patriotism  could  no 
longer  be  invoked,  and  the  general  feeling  of  discontent 
with  economic  conditions  in  all  lines  of  business  seriously 
undermined  the  morale  of  railroad  service. 

The  First  Period.    Unification  and 
Standardization 

Observing  the  distmction  between  the  characteristics 
of  the  first  and  the  second  year  of  federal  control,  atten- 
tion will  be  directed  first  to  a  review  of  1918,  with 
particular  reference  to  the  methods  adopted  imder  the 
policy  of  unification  and  standardization.  This  policy 
was  applied  principally  to  the  features  of  operation 
enumerated  below : 

Joint  use  of  passenger  and  freight  tenninals. 
Joint  use  of  yards  and  engine  houses. 
Consolidation  of  car  inspection  forces. 
Joint  use  of  running  tracks. 
Joint  use  of  motive  power  and  cars. 
Short-routing  of  freight. 
Diversion  of  export  traffic  to  southern  ports. 
Consolidatior  of  city  ticket  offices. 
Abolition  of  off-line  offices. 
Elimination  of  competitive  activities. 
Standardization  of  new  locomotives  and  cars. 
Simplification  of  inter-road  accounting. 
Standardization  of  operating  statistics. 

The  Railroads'  War  Board  had  made  considerable 
progress  in  arranging  for  the  joint  use  of  terminals,  other 
facilities,  and  equipment,  but  the  United  States  Rail- 
road Administration  went  much  further.  The  attention 
of  the  regional  directors  was  concentrated  upon  this 
feature  of  operation  during  the  first  few  months  of  fed- 
eral control  and  the  Director  General  stressed  it.  The 
1918  annual  reports  of  the  regional  directors  claim 
large  savings  in  operating  expenses  by  reason  of  unifica- 


RAILROADS  UNDER  QOVBRNMBNT  OPERATION    311 

forces  were  to  do  all  of  the  work  for  the  western  lines. 
Passenger  trams  of  ,the  Baltunore  &  Ohio  and  of  the 
Pere  Marquette  between  Pine  Junction  and  Sixteenth 
Street  were  diverted  to  the  Pennsylvania  tracks  in  both 
directions,  thus  freeing  the  Baltimore  &  Ohio  Chicago 
terminal  of  all  passenger  business  with  its  retarding 
effect  on  the  freight  service,  shortening  the  run  of  these 
passenger  trains  by  7  miles  and  their  running  time  by 
40  minutes.^ 

All  of  the  regional  directors  in  their  1918  annual 
reports  gave  imposing  lists  of  instances  of  unification 
or  consolidation  of  physical  facilities.  The  Allegheny 
region  alone  reported  875  cases;  the  Southern,  140;  and 
the  Southwestern,  272.  Most  of  these  unifications  were 
relatively  imimportant  individually  but  they  included 
practically  all  of  the  important  terminals  throughout 
the  country.  The  degree  of  unification,  of  course,  had  a 
wide  range  of  difference,  according  to  practicability.  In 
some  cases  it  was  comprehensive;  in  other  cases  very 
slight.  Where  there  were  two  or  more  engine  houses  of 
different  corporate  ownership  it  was  found  feasible  in  a 
few  cases  to  close  one  or  more  of  them  and  to  concen- 
trate the  work  in  one.  Such  a  plan  worked  well  at  Gal- 
veston. The  separate  car  inspection  forces  maintained 
by  the  individual  roads  to  protect  their  individual  inter- 
ests under  private  operation  were  consolidated  into  one 
joint  force  at  a  large  nimiber  of  interchange  points.  In 
some  cases  one  freight  station  was  used  for  the  business 
of  two  or  more  roads  and  the  stations  from  which  the 
business  was  diverted  were  closed.  At  some  points 
savings  were  made  by  having  all  of  the  switching  service 
performed  by  one  road  where,  under  competitive  condi- 
tions, separate  switching  service  had  been  performed  by 
all  of  the  competing  carriers. 

1  RaOway  Ace,  voL  68,  p.  78,  January  2,  1020. 
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The  same  principle  was  applied  to  the  joint  use  of 
running  tracks  where  such  action  was  advisable.  For 
example,  Baltimore  &  Ohio  trains  between  McKees- 
port  and  New  Castle  were  diverted  over  the  tracks  of  the 
Pittsbui^  &  Lake  Erie  and  the  Pennsylvania,  where 
one  locomotive  could  handle  as  many  tons  as  five  loco- 
motives could  handle  between  the  same  points  on  the 
Baltimore  &  Ohio.  Coal  and  coke  from  the  lower 
Connellsville  region  on  the  Baltimore  &  Ohio  road  were 
routed  over  the  Monongahela,  the  Pittsburg  &  Lake 
Erie,  and  the  Pennsylvania  Imes  to  the  Pittsburg  dis- 
trict, thus  releasing  the  Baltimore  &  Ohio  lines  for 
eastward-bound  traffic,  principally  coal  from  the  Fair- 
mont district  to  seaboard.  Or  again,  traffic  which 
formerly  had  moved  from  the  Baltimore  &  Ohio  lines 
in  the  West  Virginia  coal  regions  and  the  Pittsburg 
district  via  Baltimore  and  Philadelphia  was  routed  via 
Rutherford  and  the  Philadelphia  &  Reading  road,  thus 
keeping  such  traffic  out  of  the  congested  districts  at 
Baltimore.^ 

Between  Pueblo  and  Denver,  a  distance  of  1 18  miles, 
and  between  Wells,  Nevada,  and  Winnemucca,  Nevada, 
a  distance  of  185  miles,  the  single  tracks  of  two  separate 
railroads  were  operated  as  the  double  track  of  one  rail- 
road, thereby  increasing  their  combined  capacity.* 

Between  Oakland  and  San  Francisco  separate  ferry 
services  had  been  operated  by  the  Southern  Pacific,  the 
Santa  Fe,  and  the  Western  Pacific  roads.  As  the  ferry 
facilities  of  the  Southern  Pacific  were  ample  to  serve  the 
traffic  of  the  three  roads,  the  passenger  trains  of  the 
Santa  Fe  and  of  the  Western  Pacific  were  brought  into 
the  Oakland  Mole,  and  their  passengers  used  the  ferries 
of  the  Southern  Pacific' 

1  1918  Annual  Report,  Recional  Director,  Allegheny  Region. 
*  Ibid.,  Dividon  of  Operation.  *  Ibid. 
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The  utilization  of  motive  power  was  made  much  more 
effective  through  unified  control.  Surplus  power  on  one 
road  or  in  one  region  was  quickly  transferred  to  another 
road  or  region  where  a  shortage  existed.^  When  the  shop 
facilities  of  one  road  were  inadequate,  or  were  overtaxed 
by  locomotives  in  need  of  repairs,  some  of  these  loco- 
motives were  taken  to  other  roads  with  greater  shop 
capacity  and  there  repaired.  Baltimore  &  Ohio  loco- 
motives, for  example,  were  repaired  in  shops  of  roads  in 
the  Northwest  region. 

In  the  case  of  freight  cars,  which  had  practically  been 
pooled  under  the  operations  of  the  Railroads'  War 
Board,  the  pooling  under  federal  control  was  made  much 
more  complete.  During  the  greater  part  of  federal  con- 
trol the  payment  of  car  hire  (per  diem  charges)  as  be- 
tween roads  in  federal  control  was  waived,  and  each 
road  was  instructed,  as  regards  running  repairs  or  shop 
repairs,  to  give  the  same  care  to  cars  of  other  roads  as  it 
gave  to  its  own  cars.^ 

The  Car  Service  Section  had  complete  control  over 
distribution,  and  shifted  the  cars  to  where  they  were 
most  needed  without  regard  to  ownership.  In  the  proc- 
ess of  distribution  of  empties,  the  cars  were  often  dis- 
patched in  solid  train  lots  as,  for  example,  when  they 
were  urgently  needed  in  the  West  early  in  the  spring  of 
1918  for  the  movement  of  food  for  export.  These  trains 
of  empties  were  arbitrarily  routed  via  the  roads  which 
could  handle  them  most  expeditiously  and  with  the  least 
interference  with  loaded  car  movement.  The  normal 
car  service  rules,  which  provide  that  the  burden  of  the 
empty  movement  shall  be  assumed  by  the  road  or  roads 
which  received  the  revenue  from  the  loaded  movement, 

>  Hie  praotioe  of  tranaferrinc  locomotivw  from  one  road  to  another  road  had  been 
inauffurated  by  the  Railroads'  War  Board. 

*  Thia  plan  did  not  work  aatiafactorily.  It  will  be  disouaeed  further  in  reriewinc  th« 
results  of  1919. 
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were  set  aside.  This  policy  naturally  resulted  in  a  some- 
what higher  percentage  of  empty  car  miles  to  total  car 
mileSy  but  the  loss  was  coimterbalanced  by  a  reduction 
in  car  shortage  at  the  points  where  the  traffic  of  vital 
importance  originated. 

Mention  should  here  be  made  of  the  policy  of  dis- 
patching solid  trains  of  foodstuffs  and  oUier  freight  of 
similar  character  from  the  West  intact  to  the  seaboard. 
Tho  this  is  not  an  economical  method  of  transportation 
(because  the  maximum  economical  weight  of  the  train 
varies  with  the  rate  of  the  grades  and  the  power  of  the 
locomotive,  and  these  differ  widely  on  individiial  rail- 
roads) the  practice  did  much  to  expedite  the  movement 
of  freight  Uien  badly  needed  in  France. 

The  first  general  order  issued  by  the  Director  Gen- 
eral (No.  1,  December  29,  1917)  directed  that  shippers' 
designation  of  routes  should  be  disregarded  when  freight 
might  be  moved  with  greater  expedition  or  more  effi- 
ciently by  other  routes.  It  provided  also  that  traffic 
agreements  between  carriers  were  not  to  be  allowed  to 
interfere  with  expeditious  movement.  This  has  been 
called  the  policy  of  short-routing  of  freight.  It  was 
frequently  referred  to  by  Mr.  McAdoo  in  reports  and 
public  statements  as  an  important  reform  instituted 
under  federal  control.  In  the  writer's  opinion  the  im- 
portance of  this  factor  has  been  much  overestimated. 
It  is  true  that  the  annual  reports  of  the  regional  direc- 
tors contain  references  to  large  savings  in  car  miles. 
These,  at  very  best,  are  estimates,  and  even  if  they  were 
correct,  the  estimated  savings  were  but  a  fraction  of  one 
per  cent  of  the  total  car  miles.  In  practice  it  was  f  oimd 
that  the  traffic  suffered  least  delay  when  moved  via  the 
normal  routes.  A  shifting  of  the  load  from  the  longer  to 
the  shorter  route  frequently  found  the  latter  under- 
equipped  for  the  overload,  and  resulted  in  congestion. 
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Savings  based  on  estimated  reductions  in  car  miles  were 
in  many  cases  entirely  neutralized  by  the  higher  cost  of 
moving  the  cars  via  the  shorter  and  more  congested 
routes.* 

To  some  extent  the  strain  caused  by  the  imusual 
volimie  of  export  freight  traffic  was  lessened  by  the 
work  of  the  Exports  Control  Committee.  It  consisted 
of  a  representative  of  the  United  States  Railroad  Ad- 
ministration, a  major  general  representing  the  army,  a 
rear  admiral  representing  the  navy,  a  steamship  exec- 
utive representing  the  Shipping  Control  Committee, 
and  a  traffic  expert  representing  the  Allies.  This  comr- 
mittee  was  created  on  June  11, 1918,  for  the  purpose  of 
determining  the  probable  amoimt  of  freight  to  be  ex- 
ported for  war  purposes  and  to  work  out  a  plan  for  its 
most  effective  distribution  through  the  several  ports. 
As  a  result  of  its  conferences,  and  in  cooperation  with 
the  Railroad  Administration  and  the  Shipping  Board,  a 
substantial  portion  of  the  export  freight,  principally  for 
the  Allies,  which  normally  would  move  through  the 
North  Atlantic  ports,  was  diverted  to  the  South  Atlantic 
and  Gulf  ports. 

Another  phase  of  unification,  familiar  to  the  public, 
was  in  the  consolidated  ticket  offices.  In  more  than  one 
hundred  of  the  important  cities  in  the  coimtry  the  "up 
town  "  selling  of  tickets,  both  railroad  and  Pullman,  was 
concentrated  in  one  office  which  took  the  place  of  a 
large  number  of  separate  ticket  offices  in  each  city.  In 
New  York  and  in  Chicago  more  than  one  consolidated 
office  was  f oimd  necessary,  but  in  the  other  cities  the 
single  central  city  office  was  substituted  for  the  separate 
offices  of  the  local  and  '^off-line"  roads.  At  the  same 
time  all  arrangements  between  the  railroads  and  tourist 
or  similar  agencies  were  canceled.    In  all,  101  consol- 

>  Cf.  diMsunioii  betow  andflr  "Pubtto  Sanrioe." 
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idated  ticket  offices  were  established.  They  took  the 
place  of  564  passenger  offices  which  were  in  existence 
prior  to  federal  control.  In  his  report  to  the  President, 
for  the  seven  months  ended  July  31,  1918,  the  Director 
General  estimated  that  the  closing  of  the  off-line 
agencies  and  the  consolidation  of  ticket  offices  repre- 
sented a  yearly  saving  of  $16,566,633,  to  which  he 
added  an  item  of  $7,000,000  to  be  saved  by  the  prac- 
tical elimination  of  advertising,  making  a  total  esti- 
mated saving  in  the  three  items  of  $23,566,633.^ 

Much  publicity  was  given  to  the  Administration's 
policy  of  standardizing  the  design  of  locomotives  and 
freight  cars.  Mr.  McAdoo's  statement  that  there  were 
^^2023  different  styles  of  freight  cars  and  almost  as  many 
different  descriptions  of  locomotives,"  *  appealed  to  the 
public  imagination,  as  did  also  his  annoimcement  that  a 
conmiittee  of  experts  of  the  Railroad  Administration 
had  agreed  upon  twelve  standard  types  of  freight  car 
and  six  standard  types  of  freight  locomotive  of  two 
weights  each.  Obviously  the  process  of  standardization 
would  make  the  problems  of  new  construction  much 
easier  and  eventually  would  reduce  the  cost  of  main- 
tenance. In  1918  the  Director  General  ordered  1430 
locomotives  and  1000  freight  cars  of  standard  design. 

Under  the  terms  of  the  contract  between  the  Director 
General  and  the  railroad  companies  the  Director  Gen- 
eral was  required  to  secure  the  approval  of  the  corpora- 
tion before  he  could  permanently  assign  any  of  the  new 
standard  equipment  to  that  corporation.  There  was 
much  opposition  to  the  universal  adoption  of  these 
standards  and  long  drawn  out  controversies  over  the 
assignment  of  the  new  equipment  to  the  individual 
companies.    The  Railway  Age,  the  leading  technical 

1  On  this  point  also  compare  what  is  said  below. 

*  Report  to  the  Preaident,  for  seven  months  ended  July  81,  1918. 
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railroad  journal,  devoted  much  space  to  criticism  of  the 
policy,^  and  much  time  and  effort  were  expended  by  the 
spokesmen  for  the  Administration  in  defending  it. 

An  analysis  of  the  conflicting  views  on  the  subject 
indicates,  however,  that  the  railroad  companies  had  no 
quarrel  with  standardization  as  a  principle.  Practically 
all  of  the  negative  arguments  attached  to  the  degree  in 
which  the  principle  was  applied.  Many  of  the  larg^ 
railroad  systems,  such  as  the  Pennsylvania,  the  Union 
Pacific,  and  the  Southern  Pacific,  had  been  following 
the  principles  of  standardization  for  years,  and  the 
Master  Car  Builders'  Association  and  the  American 
Railway  Association  had  made  substantial  progress 
toward  standardization  in  freight  car  design.  There 
was  a  natural  resentment  against  the  upsetting  of  these 
programs  by  the  enforced  adoption  of  new  standards 
which  had  been  somewhat  hurriedly  adopted  by  Admin- 
istration experts  of  no  greater  professional  standmg  than 
the  experts  of  the  larger  individual  systems,  who  had  a 
more  intimate  knowledge  of  the  peculiar  local  needs. 

Many  flaws  may  be  picked  in  the  details  of  the  gov- 
ernment standards.  It  can  easily  be  shown,  for  ex- 
ample, that  the  requirements  of  an  individual  road 
cannot  be  efl&ciently  met  by  any  one  of  the  twelve  stand- 
ard types  of  locomotive.  On  one  road,  for  example,  the 
lighter  type  of  locomotive  designed  for  slow  freight 
service  was  not  quite  powerful  enough  to  haul  the  train 
which  the  locomotive  of  local  design  could  haul.  The 
heavier  type  of  standard  locomotive,  on  the  other  hand, 
exceeded  the  capacity  of  the  bridges.  That  road  had  to 
choose  between  a  loss  in  train  loading  efficiency  with  the 
lighter  type  of  locomotive,  or  undertake  an  expensive 

1  There  wes,  of  course,  strong  opposition  from  manufacturers  of  speoi*l  parts  or 
appliances.  Tlie  specifications  for  new  eqmpment  were  so  drawn  as  to  exclude  certain  of 
these  specialties  and  to  favor  others  ss,  for  example,  in  the  case  of  friction  draft  gear  for 
freight  cars. 
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program  of  bridge  strengthening  or  rebuilding.  If  it 
accepted  the  second  alternative  it  faced  the  fact  that  the 
additional  capital  expenditures  for  bridges  would  earn 
returns  only  on  the  heavier  trains  hauled  by  the  rela- 
tively few  new  locomotives  and  could  not  avail  itself 
fully  of  the  additional  capacity  of  its  line  imtil  all  of  its 
own  standard  of  locomotive  were  displaced  by  the 
heavier  standard  of  the  United  States  Railroad  Admin- 
istration. 

In  another  case  a  road  with  heavy  grades  had  worked 
out  a  design  of  locomotive  which  with  a  lighter  type  as  a 
helper  on  the  maximum  grade  gave  a  maximum  of 
power  utilization  both  on  the  minor  grades  with  one 
locomotive  and  the  major  grade  with  two  locomotives. 
In  that  case  there  was  no  possible  combination  with  the 
new  standards  which  would  give  the  same  degree  of 
train  loading  efficiency. 

It  was  plain^  therefore,  that  the  Administration's 
standards  were  too  few  in  niunber  to  meet  all  of  the  re- 
quirements of  the  different  physical  and  traffic  char- 
acteristics of  the  160  Class  1  roads  in  federal  control. 
And  it  was  equally  plain  that  some  compromise  might 
profitably  be  made  between  a  policy  of  arbitrarily  fixing 
a  few  tjrpes  to  meet  all  conditions  and  a  policy  of  in- 
dividuality and  regard  only  for  local  needs.  Two  or 
three  times  the  number  of  types  prescribed  by  the  Ad- 
ministration would  probably  save  nearly  all  of  the 
advantages  of  standardization  and  at  the  same  time 
would  give  each  road  the  opportimity  to  select  a  type  or 
types  which  it  could  use  without  loss  of  efficiency. 

The  case  for  the  standardization  of  the  freight  car  is 
stronger.  Locomotives  oidmarily  ai^  confined  in  service 
to  the  rails  of  the  owmng  company.  Freight  cars  are 
used  in  conunon  under  car  service  rules  and  the  per  diem 
rules  agreement.  They  are  repaired  (with  certain  excep- 
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tions)  on  the  road  where  the  need  of  the  repairs  develops. 
The  average  freight  car  of  an  individual  road  is  at  home 
not  much  more  than  one-half  of  the  time.  Obviously  if 
there  is  a  conmion  standard  for  the  types  of  car  used  for 
the  fs^eskt  bulk  of  the  interchanged  traffic,  each  road  will 
be  required  to  carry  a  much  smaller  stock  of  repair  parts^ 
and  there  will  be  a  reduction  in  the  time  now  lost  by  cars 
which  are  held  while  the  repairing  road  is  obtaining 
parts  of  special. design. 

Simplification  op  Accounting 

The  transition  from  private  to  federal  control,  the 
separation  of  the  accounts  as  between  the  corporation 
and  the  government,  and  the  provisions  of  the  contract 
between  the  Director  General  and  the  railroad  com- 
panies, necessitated  a  great  deal  of  additional  account- 
ing work.  Shortly  after  federal  control  began,  and 
before  the  separation  was  made  between  federal  and 
corporate  accounting  forces,  the  railroads  were  in- 
structed to  keep  two  sets  of  accounts — one  reflecting 
federal  transactions,  the  other  reflecting  the  affairs  of  the 
railroad  company.^  When  the  federal  and  corporate 
forces  were  split,  the  former  was  concerned  only  with 
the  federal  accounts;  but  very  heavy  additional  burdens 
were  placed  upon  the  accounting  department  by  the 
special  accounts  and  statistics  required  by  the  Director 
General,  the  Division  of  Accounting,  the  Division  of 
Capital  Expenditures,  and  other  departments  of  the 
Administration.  In  July,  came  still  further  burdens, 
from  the  order  requiring  the  standardization  of  operat- 
ing statistics  in  greater  detail  than  had  been  customary 
on  the  majority  of  roads. 

As  an  offset  to  these  additional  burdens,  several  inno- 

>  Qenena  Order  No.  17,  April  8.  1018. 
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The  next  step  '  provided  simplified  bases  for  the  ap- 
portionment of  interline  freight  revenue.  Instead  of 
continuing  the  former  plan  imder  which  each  road  deter- 
mined from  the  waybill  records  the  balance  due  it  from 
each  road  and  the  amoimt  of  its  indebtedness  to  each 
road,  the  debit  or  credit  balances  as  between  roads  were 
to  be  based  on  what  are  termed  ''road  to  road  per  cents." 
These  per  cents  were  to  be  computed  for  each  route 
from  the  records  of  1917.  In  effect  the  new  plan  pro- 
vided for  a  division  of  joint  freight  revenues  as  between 
carriers  in  the  same  proportions  that  such  revenues  on 
interline  freight  traffic  were  divided  in  the  year  pre- 
ceding federal  control.  Later  on  a  ''short  cut''  was  aur- 
thorized  for  the  simplification  of  interline  passenger 
revenues.* 

A  further  reduction  in  accoimting  work  was  author- 
ized on  June  12th'  when  accoimting  for  freight  car  hire 
(per  diem)  was  discontinued  as  between  roads  in  federal 
control.  Simplified  bases  were  provided  also  in  the 
same  order  for  the  making  of  bills  for  joint  facilitieSy 
and  imder  date  of  October  5th  a  plan  for  reducing  the 
accoimting  work  connected  with  the  exchange  of  bills 
for  repairs  to  equipment  was  made  effective.^ 

Standabdization  op  Operating  Statistics 

Under  the  rules  of  the  Interstate  Commerce  Commich 
sion  the  accoimting  practices  of  the  railroads  have  been 
standardized  for  many  years.  To  a  very  limited  extent 
this  standardization  applied  to  the  statistics  of  per- 
formance —  locomotive  miles,  train  miles,  car  miles,  ton 
miles,  and  passenger  miles.  But  no  steps  had  been 
taken  to  bring  about  uniformity  in  the  field  of  operating 

>  General  Order  No.  21,  April  22,  1918.     >  General  Order  No.  31,  Jane  12,  1918. 
*  General  Order  No.  32.  June  29,  1918.     «  General  Order  No.  47,  Oetobcr  6, 1918. 
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statistics.  Each  road  had  gone  its  own  way  in  develop- 
ing the  reports  which  were  designed  to  show  the  effi- 
ciency of  the  various  operating  activities  and  to  reflect 
unit  costs. 

The  need  for  uniformity  in  this  field  as  well  as  in  the 
field  of  accoimting  was  realized  when  an  attempt  was 
made  during  the  first  three  months  of  federal  control  to 
put  together  a  composite  picture  of  operating  results 
from  the  large  number  of  special  reports  which  had  been 
sent  to  the  Director  General  at  his  request.  There  was 
80  much  diversity  in  the  content  of  the  reports  and  in  the 
bases  used  that  it  was  impracticable  so  to  combine  the 
filgures  as  to  show  the  results  for  a  region  or  for  the 
railroads  as  a  whole. 

To  meet  the  needs  an  Operating  Statistics  Section  was 
organized  early  in  May  and,  effective  August  1st,  a  sys- 
tem of  standardized  operating  statistics  was  promul- 
gated. While  the  new  plan  was  designed  primarily  to 
supply  the  central  administration  and  the  regional 
directors  with  the  necessary  information  for  each  road 
and  each  region,  the  forms  were  drawn  so  as  to  be 
equally  valuable  for  intra-railroad  purposes.  As  a  result 
the  complete  statistical  indices  of  performance  and 
operating  efficiency  were  made  available  to  the  operat- 
ing officers  of  all  railroads  and  to  the  public,  as  well  as  to 
the  Railroad  Administration,  without  the  former  imcer- 
tainties  and  qualifications  as  to  bases  and  methods.  The 
operating  officers  were  furnished  with  much  more  in- 
formation than  they  had  ever  before  had  concerning 
neighboring  roads  with  which  they  could  fairly  make 
comparisons,  and  in  the  majority  of  cases  the  new  re- 
ports gave  them  more  information  concerning  their  own 
roads  than  theretofore  had  been  available  to  them.^ 

t  See  Annftls  of  the  Axnerioan  Academy  of  Political  and  Social  Scienoes,  November, 
1919, "  The  Aooompliahments  of  the  United  Stetes  Railroad  Administration  in  Unifyins 
and  Standardialns  the  Statistice  of  Operation,"  by  preeent  writer. 
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Passenger  Service 

Wiih  the  United  States  Railroad  Administration 
pledged  to  the  single  puipose  of  operating  the  railroads 
so  that  they  would  assist  most  effectively  in  war,  it  was 
inevitable  that  there  would  be  a  curtailment  in  service 
for  civilian  travelers  and  limitations  upon  the  transpor- 
tation of  non-essential  freight. 

One  of  Mr.  McAdoo's  first  public  statements  (that  of 
January  5,  1918)  as  Director  General  dealt  with  the 
reduction  in  passenger  train  mileage.  The  Railroads' 
War  Board  had  already  made  substantial  reductions, 
but  the  Director  Greneral  went  much  further.  In  May 
he  approved  a  drastic  rearrangement  of  the  service 
west  of  Chicago.  The  reductions  were  estimated  to  save 
11,728,000  passenger  train  miles  per  year.  They  were 
accomplish^  by  abandoning  duplicate  service  between 
Chicago  and  the  Pacific  coast  cities  and  assigning  to  the 
short  and  direct  routes  to  each  city  the  fastest  through 
service.  Under  this  plan  the  Santa  Fe  was  to  be  the  pre- 
ferred route  to  Los  Angeles;  the  Chicago  &  North- 
western, the  Union  Pacific,  and  the  Southern  Pacific  to 
San  Francisco;  the  Biu'lington  and  the  Northern  Pacific 
to  Portland,  and  the  Chicago,  Milwaukee  &  St.  Paul 
to  Seattle.  Similar  plans  were  adopted  in  other  sections 
of  the  coimtry  as,  for  example,  between  Chicago  and  the 
Twin  Cities,  Chicago  and  St.  Louis,  and  New  York  and 
Florida  points.  In  the  aggregate  the  savings  in  pas- 
senger train  miles  during  the  first  seven  months  of  fed- 
eral control  were  at  the  rate  of  67,290,482  per  year.  The 
Administration  frankly  attempted  to  discourage  civilian 
travel;  but  its  appeals  apparently  made  little  impression 
upon  the  public.  The  volume  of  passenger  traffic  grew 
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was  no  such  subdivision.  A  ticket  clerk  whose  previous 
experience  had  been  confined  to  one  road  or  section  had 
to  become  famiUar  with  all  roads  or  sections  served  by 
that  office.  This  took  time,  and  in  the  process  there  was 
a  loss  in  the  quality  of  service.  The  defects  in  the  service 
of  the  consolidated  ticket  offices  grew  less  obvious  as  the 
organization  ^'foimd  itself/'  and  the  clerks  became  more 
familiar  with  their  broader  range  of  work,  but  the 
typical  traveler  missed  the  former  stimulus  of  competi- 
tion between  separate  passenger-soliciting  forces. 

Freight  Sebvice 

While  the  man  who  traveled  was  asked  to  make 
substantial  sacrifices  in  the  interest  of  the  expeditious 
movement  of  troops  and  of  war  materials,  it  is  doubtful . 
if  he  contributed  any  more  to  the  common  cause  than 
the  average  shipper  of  freight  which  was  not  included  on 
the  priority  lists.  The  traffic  for  export  or  for  other  war 
purposes,  which  moved  under  priority  ordeis,  was  such 
a  large  part  of  the  total  that  the  shipper  of  freight  out- 
side of  the  priority  list  —  the  man  who  was  trying  to 
carry  on  '^ business  as  usual" — had  much  to  contend 
with.  To  keep  a  complete  control  of  the  freight  situa- 
tion and  avoid  congestions  such  as  those  of  the  last  two 
or  three  months  of  1917,  the  embargo  method  was  so 
frequently  used  that  the  ordinary  shipper  was  kept 
'^guessing"  as  to  whether  his  shipment  would  be  ac- 
cepted at  all  and  if  accepted  when  it  would  reach  its 
destination. 

The  permit  system  was  adopted  imder  these  circum- 
stances, and  had  much  to  commend  it.  It  was  applied 
primarily  to  export  freight  but  to  a  limited  extent  was 
appUed  also  to  domestic  traffic  destined  to  points  in  the 
congested  areas.  The  system  had  much  to  do  with  the 
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kets  when  the  traffic  from  the  first  was  greater  than  that 
from  the  second  and  therefore  justified  more  frequent 
service. 

The  abolition  of  the  off-line  freight  agencies  took 
away  a  form  of  service  which  had  not  been  appreciated 
fully  imtil  the  offices  were  closed.  While  primarily 
freight  soliciting  agencies,  they  acted  also  as  bureaus  of 
information  for  the  shipping  public  and  as  such  were  of 
much  convenience  to  the  shippers.  The  tracing  of  ship- 
ments was  of  real  value.  The  New  York  representative 
of  a  western  road  would  obtain  reports  of  cars  destined 
to  or  coming  from  points  on  his  line  and  on  request 
would  keep  the  shippers  informed  of  their  location  and 
probable  delivery  or  arrival.  The  offices  were  clearing 
houses  for  various  kinds  of  commercial  information,  and 
the  soliciting  forces  natiuttlly  did  their  best  to  serve  their 
patrons  and  create  the  good  will  so  valuable  in  traffic 
relations.  When  it  was  made  clear  to  the  Railroad  Ad- 
ministration that  this  feature  of  the  off-line  agency  serv« 
ice  was  a  real  loss  to  the  shippers,  an  attempt  was  made 
to  give  similar  information  in  central  freight  informa- 
tion bureaus  in  important  centers,  but  the  substitute 
was  regarded  by  the  shipping  public  as  poor. 

Increases  in  Rates 

It  was  clearly  apparent  when  federal  control  began 
that  the  existing  rate  scale  would  not  yield  sufficient 
revenue  to  enable  the  government  to  earn  the  guar- 
anteed rental.  The  power  of  the  Director  General  to 
establish  rates  was  not  determined  until  the  passage  of 
the  Federal  Control  Act.  The  Act  gave  him  authority 
to  initiate  rates  and  regulations  by  filing  the  tariffs  with 
the  Interstate  Conunerce  Commission,  but  the  Com- 
mission was  shorn  of  its  power  to  suspend  such  rates 
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were  created,  upon  which  the  public  had  representation. 
Proposed  changes  were  passed  by  the  local  committee 
to  the  general  committee  and  then  to  the  Director  of 
Traffic,  with  a  copy  to  the  Director  of  Public  Service. 
Every  change  had  to  be  approved  by  the  two  Directors, 
or,  if  they  divided  in  opinion,  the  Director  Greneral  was 
called  upon  to  decide.  The  public  representatives  on 
these  committees  were  usually  selected  by  the  shippers' 
organizations.  Individually  their  votes  had  equal 
weight  with  the  votes  of  the  individual  railroad  mem- 
bers, but  the  public  members  were  in  the  minority.  The 
railroad  members,  therefore,  controlled  the  majority 
recommendation  but  the  minority  influence  was  recog- 
nized. The  arrangement  did  much  to  maintain  amicable 
relations  between  the  shipping  public  and  the  Railroad 
Administration  during  the  trying  period  of  the  war.' 

On  one  important  task,  begun  a  long  time  ago,  sub- 
stantial progress  was  made.  For  years  the  Interstate 
Commerce  Commission  has  been  pressing  for  action 
which  would  bring  about  xmif  ormity  in  freight  classifica- 
tions, and  the  nulroads  had  been  struggling  with  the 
problem.  As  between  the  official,  southern,  and  west- 
em  classifications  there  had  been  many  variations 
in  the  classification  of  articles  and  in  the  regulations 
which  applied  to  the  classification.  Under  the  unifica- 
tion brought  about  by  federal  control  there  appeared 
to  be  an  excellent  opportunity  to  secure  the  necessary 
compromises  between  the  railroads  themselves  and  be- 
tween shippers  and  railroads.  The  fact  that  any  plan  of 
xmif  ormity  meant  losses  to  some  of  the  railroads  if  the 
lowest  classification  in  any  territory  were  adopted  uni- 
formly and,  conversely,  meant  higher  freight  charges  to 
the  shippers  if  the  highest  classification  were  adopted, 


>  For  pijwwmgar  rate  nuttten  three  general  oommitteei  were  formed  but  on  thcet 
the  imblie  was  not  repreaented. 
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had  been  the  principal  stumbling  block  in  the  path  of 
progress.  The  Railroad  Administration  set  about  with 
vigor  to  achieve  the  desired  uniformity,  but  nothing 
definite  was  accomplished  in  1918.  In  1919,  however, 
under  Mr.  Hines'  regime  as  Director  General,  a  con- 
solidated classification  was  presented  to  the  Interstate 
Commerce  Commission;  Mr.  Hines  did  not  care  to 
initiate  it  himself  without  the  prior  approval  of  the 
Commission.  Vigorous  opposition  on  the  part  of  ship- 
pers developed  at  the  hearings,  and  the  Commission 
declined  to  approve  the  plan  of  re-classification  because 
it  appeared  to  have  the  effect  of  imduly  increasing  rates 
— the  upward  adjustments  exceeding  those  which  were 
downward.  The  Commission,  however,  gave  its  ap- 
proval to  the  unification  of  the  rules.  Tho  this  in  itself 
was  an  important  step  forward,  it  is  to  be  regretted  that 
the  golden  opportunity  presented  by  the  war  period  and 
federal  control  to  solve  an  extremely  troublesome  prob- 
lem was  lost.  The  difficulties  which  lie  in  the  path  of  a 
complete  solution  to  the  classification  problem  are  now 
as  great  as  they  were  before  federal  control. 

Labor  Problems 

The  relation  between  the  railways  and  their  employees 
is  a  subject  by  itself,  too  large  for  adequate  treatment  in 
the  present  discussion,  which  is  concerned  mainly  with 
the  administrative  and  operating  problems  that  arose 
during  the  period  of  federal  control.  A  brief  sketch  of 
the  course  of  events  will  be  enough  to  indicate  the  bear- 
ing of  the  labor  situation  on  these  problems. 

The  demands  for  large  increases  in  wages  which  had 
been  made  upon  the  railways  before  federal  control,  re- 
ceived immediate  attention  from  the  administration. 
A  commission  of  which  Secretary  Franklin  K.  Lane  was 
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Chainnan  recommended  in  May,  1918,  considerable 
increases  of  pay.  The  advances  then  recommended  were 
greatest  for  those  in  the  lower  grades  of  the  service,  and 
were  designed  to  bring  an  adjustment  in  accordance 
with  the  changed  cost  of  living.   In  the  same  month  a 
Board  of  Railway  Wages  and  Working  Conditions  was 
instituted,  composed  of  representatives  of  management 
and  representatives  of  labor.  On  the  recommendation  of 
this  Board,  further  adjustments  were  made  in  the  course 
of  1918.   The  Director  General  of  his  own  motion  put 
into  effect  the  principle  of  the  8-hour  day,  which  had 
been  established  in  1916  by  the  Adamson  Act.   Some 
other  adjustments  were  made,  serving  to  equalize  the 
wages  of  white  and  colored  employees  and  those  of  men 
and  women.  The  combined  result  was  an  increase  in  the 
number  of  employees  and  also  an  increase  in  the  per- 
centage which  the  payroll  expenses  bore  to  all  operating 
eicpenses.   On  December  15,  1917,  the  total  niunber  of 
employees  on  Class  1  roads  was  1,703,684;  on  Januaiy 
15,  1919,  the  comparable  niunber  was  1,843,530,  an  in* 
crease  of  139,846,  or  8.2  per  cent.  The  payroll  expense 
constituted  61.48  per  cent  of  all  operating  expenses  in 
1917;  in  1918  it  was  65.62  per  cent. 

The  total  of  the  increases  granted  during  1918  was 
estunated  by  Mr.  McAdoo  to  be  between  $600,000,000 
and  $700,000,000.  In  the  opinion  of  the  present  writer 
the  higher  figure  still  imderstates  the  extent  of  the  in- 
creases, when  accoimt  is  taken  of  the  various  collateral 
increases  and  of  the  many  changes  in  rules.  The  aver- 
age increase  in  wages  in  1919  was  very  nearly  50  per 
cent,  a  percentage  probably  less  than  that  granted  to 
employees  in  other  industries  with  which  the  railroads 
competed. 
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Operating  Results 

As  the  railroads  were  commandeered  by  the  govern- 
ment to  meet  a  war  emergency,  a  review  of  their  traffic 
accomplishments  during  the  year  1918  is  of  particular 
interest.  It  will  be  recalled  that  the  railroads  serving 
the  North  Atlantic  seaboard  were  badly  congested  when 
the  government  took  hold.  At  that  time  there  were 
62,247  loaded  cars  delayed  short  of  their  ultimate  desti- 
nation. In  addition,  there  were  31,421  cars  held  at  and 
west  of  St.  Louis;  24,836  at  or  west  of  Chicago;  14,061 
at  or  south  of  the  Ohio  River  gateways;  and  15,545  at  or 
south  of  the  Potomac  River  gateways.  These  made  a 
total  of  148,110  loaded  cars  held  short  of  destination. 
In  the  majority  of  cases  they  were  destined  to  the  rela- 
tively small  area  embraced  within  a  line  drawn  from 
Portland,  Me.,  through  Albany,  Rochester,  Harrisburg, 
and  Baltimore. 

The  operating  methods  employed  to  reUeve  this  con- 
gestion have  already  been  described.  These  methods, 
in  spite  of  the  imusually  severe  weather  of  January, 
resulted  in  the  practical  clearing  of  the  accimxulations 
by  May  1.^ 

During  this  period  the  food  situation  in  the  coimtries 
with  which  the  United  States  was  associated  in  the  war 
was  exceedingly  acute.  The  needs  were  estimated  by 
the  Food  Administrator  to  be  not  less  than  1,160,000 
tons  per  month.  Translated  into  other  terms  that  meant 
between  30,000  and  40,000  loaded  cars  per  month  to  be 
moved  to  the  seaboard  and  the  same  number  of  empties 
to  be  moved  westward.  The  actual  exports  diuing  the 
months  of  January,  and  the  estimated  exports  for  Feb- 
ruary, fell  far  short  of  the  minimum  requirements,  and 

>  Annual  Report,  Division  of  Operation. 
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a  forecast  of  the  situation  in  March  was  even  less  en- 
couraging. Vigorous  steps  were  taken  by  the  Railroad 
Administration  to  give  preference  to  the  transportation 
of  foodstuffs,  so  that  by  March  15  the  vessel  capacity 
of  the  Allies  was  satisfi^  and  there  was  a  surplus  await- 
ing boats. 

A  serious  situation  existed  also  with  respect  to  bitu- 
minous coal.  At  the  beginning  of  federal  control  there 
was  an  actual  shortage  of  cars  at  the  mines;  there  was  a 
lack  of  systematic  distribution ;  and  there  was  a  serious 
dislocation  of  the  New  England  supply  because  of  the 
withdrawal  of  the  coastwise  water  service.  The  coal- 
carrying  water  equipment  had  been  conunandeered  by 
the  navy  and  the  already  overburdened  rail  lines  to 
and  in  New  England  were  called  upon  to  handle  some- 
thing more  than  150  per  cent  of  their  normal  coal  ton- 
nage. An  acute  situation  existed  also  in  the  northwest. 
Through  methods  which  would  have  been  difficult  to 
apply  except  under  unified  governmental  control  the 
Railroad  and  the  Fuel  Administrations  together  worked 
out  a  plan  which  gave  the  needed  relief.  The  coal  pro- 
duction in  February  of  1918  exceeded  the  tonnage  of 
February,  1917,  and  thereafter  during  the  year  1918  the 
coal  situation  was  well  in  hand.  The  greatest  factor  to- 
ward improving  the  situation  was  the  zoning  of  distri- 
bution. Each  of  the  producing  districts  was  assigned 
a  certain  fixed  area  within  which  to  market  its  coal. 
Shipments  outside  of  that  area  were  not  allowed  except 
under  a  permit  from  the  Fuel  Administration.  The  plan 
eliminated  a  waste  of  transportation  by  prohibiting 
imduly  long  hauls  to  destinations  which  could  be  served 
by  nearer  producing  districts.  The  cross-hauling  which 
had  prevailed  to  a  considerable  degree,  theretofore,  was 
eliminated,  and  coal-carrying  equipment  was  more 
efficiently  utilized.   The  zoning  plan  furnished  also  an 
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incentive  for  utilizing  coal  available  in  the  Plains 
states,  which  otherwise  would  not  have  be^i  pro- 
duced in  competition  with  the  higher  grades  of  other 
districts. 

Of  all  of  the  governmental  demands,  the  movement  of 
troops  was  naturally  given  the  greatest  attention.  The 
Railroads'  War  Board,  as  has  already  been  stated,  was 
praised  by  the  Secretary  of  War  for  the  effective  and 
satisfactory  manner  in  which  the  railroads  had  re- 
sponded to  the  heavy  calls  upon  them  for  transporta- 
tion  of  troops.  The  Railroad  Administration  took  over 
intact  the  organization  which  had  been  handling  that 
phase  of  operation  for  the  Railroads'  War  Board  and 
made  it  the  Troop  Movements  Section.^ 

Between  January  1, 1918  and  December  31, 1918  the 
railroads  moved  7,395,310  soldiers,  sailors,  and  marines, 
an  average  of  616,276  per  month.  The  maTrimum  move- 
ment was  in  July,  when  1,147,013  troops  were  moved. 
These  figures  do  not  include  the  large  number  of  officers 
and  men  who  traveled  at  their  own  expense  while  on 
fiu'lough  and  to  whom  the  Railroad  Administration 
granted  a  rate  of  one  cent  per  mile. 

This  troop  movement  required  the  running  of  13,912 
special  trains,  with  an  average  train  journey  of  over  800 
miles.  The  average  train  consisted  of  12.2  cars  and 
carried  443  men  with  their  equipment  and  supplies. 
The  speed  of  the  special  troop  trains  was  limited  to  20 
miles  per  hour  in  the  interest  of  safety.  Considering  the 
magnitude  of  the  movement  and  the  fact  that  these  were 
extra  trains  for  which  special  arrangement  had  to  be 
made,  the  record  shows  a  conunendable  freedom  from 
accident.   Sixteen  out  of  the  nearly  fourteen  thousand 

*  George  Hodges,  who  had  charge  of  the  organiiation  before  and  after  federal  con* 
trol,  and  who  died  suddenly  in  the  spring  of  1910,  was  awarded  posthumously  the  Di»- 
tinguished  Service  Medal  as  a  recognition  of  the  very  successful  results  which  followed 
the  co6rdination  of  this  important  work. 
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trains  met  with  accidents,  which  caused  the  death  of  36 
men  and  injury  to  314. 

There  are  no  complete  data  to  show  the  extent  of 
freight  traffic  for  government  puiposes  separate  from 
that  of  other  purposes.  We  must  be  content  to  view  the 
freight  service  as  a  whole. 

It  might  be  thought  that  a  comparison  of  the  ton 
miles  produced  in  1918  with  those  produced  in  1917 
would  give  a  satisfactory  answer  to  the  question :  Was 
the  Director  Greneral  able  to  operate  the  railroads  as 
efficiently  in  1918  as  they  were  operated  dining  the  last 
year  of  private  operation  ?  The  ton  miles  of  1917  were 
the  greatest  on  record  and  the  volume  of  traffic  during 
the  last  three  months  was  so  great  as  to  cause  serious 
congestion  and  inability  to  operate  efficiently  with  the 
overload.  If,  therefore,  the  Director  Greneral  could  pro- 
duce as  many  or  more  ton  miles,  and  at  the  same  time 
could  move  the  freight  with  less  congestion  and  less 
delay,  it  would  seem  that  federal  operation  in  the  emer- 
gency was  justified  by  the  results. 

On  further  thought,  however,  it  will  appear  that  the 
voliune  of  ton  miles  does  not  furnish  the  complete 
answer.  Is  it  not  conceivable  that  the  Railroad  Admin- 
istration might  have  been  successful  even  if  the  total 
production  in  ton  miles  was  less?  Whether  it  produced 
as  many  ton  miles  as  were  produced  imder  private 
operation  is  one  test;  but  the  real  test  is  this  —  did  it 
produce  in  requisite  volume  the  particular  kind  of  ton 
miles  that  were  essential  to  the  war? 

An  examination  of  the  records  of  performance  indi- 
cates clearly  that  the  Railroad  Administration  met  both 
tests.  The  ton  miles  of  1918  exceeded  those  of  1917 
and  all  previous  years,  and  the  particular  kind  of  traffic 
which  was  essential  for  war  purposes  was  satisfactorily 
transported.    The  volume  of  tonnage  for  non-military 
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purposes  was  reduced  to  save  the  facilities  for  essential 
tonnage;  but  in  the  aggregate  the  performance  of  1918 
passed  all  previous  records. 

The  following  summary  of  results  is  taken  from  the 
report  of  the  Operating  Statistics  Section.  The  figures 
do  not  agree  exactly  with  those  of  the  Interstate  Ck)m- 
merce  Commission,  as  the  latter  include  returns  from 
a  few  Class  1  roads  which  were  not  retained  by  the 
government. 

Fbeight  Traffic  Movement  and  Car  Performance  ^ 

ClaM  1  Railnwds.    Calendar  Yean  1018  and  1017 


Item 

Year 

1018 

Year 

1017 

FtorOent 
Inoreaae 

Avenure  mile*  o^  roftd ..-,..,-,., 

228,729 

434,998 

637,924 

14,928 

7,128 

22,056 

2,291,797 

2,430,786 

682 
29.1 
67.7 
24.9 

490 

228,633 

427,342 

654,580 

15,816 

6,717 

22,533 

2,230,057 

2,363,309 

653 
27.0 
70.2 
26.1 

495 

Ton  miles  (mi'lioiw) ...    

1.8 

FVeight  train  nu'les  (thousandB) 

Loaded  freight  oar  miles  (millions) . . 
Empty  freight  car  miles         ** 
Total  freight  car  miles           " 

Cars  on  line  daily,  serviceable 

Cars  on  line  dailvt  total 

DB,6 

D6.6 

6.1 

D2.1 

2.8 

2.9 

Averages 
1*0^  w»ilf»fl  n^f  train  mile 

4.4 

Ton  miles  per  loaded  car  mile 

Per  cent  loaded  to  total  car  miles 

Car  mile<?  per  car  d^v 

7.8 

Ds.e 

D4,e 

Ton  miles  per  cw  dav ..,,.,., 

D1.0 

It  will  be  noted  that  the  increase  of  1.8  per  cent  in  ton 
miles  was  accomplished  with  less  train  miles  and  with 
less  car  miles.  Train  miles  show  a  decrease  of  2.5  per 
cent,  and  car  miles  show  a  decrease  of  2.1  per  cent.  The 
average  train  load  and  the  average  car  load  show  sub- 
stantial gains  —  4.4.  per  cent  increase  in  the  train  load 
and  7.8  per  cent  increase  in  the  car  load.    Two  items  in 

*  D  denotee  decrease.  Ton  milee  include  both  revenue  and  non-revenue  tons. 
The  statistics  include  the  performance  of  mixed  trains. 
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the  tabulation  show  losses  in  efficiency :  the  percentage 
of  loaded  to  total  car  miles  and  the  average  miles  per  car 
day  were  less  than  in  1917. 

The  increases  in  the  train  load  and  in  the  car  load  are 
explained  in  part  by  the  larger  proportion  of  freight 
which  moves  in  large  car  load  lots,  such  as  coal,  ore, 
iron  and  steel  products,  grain,  and  similar  commodities, 
and  the  smaller  proportion  of  merchandise  and  other 
conmiodities  which  move  in  relatively  light  car  loads. 
Freight  traffic  was  divided  roughly  into  two  classes  — 
essential  and  non-essential.  The  former  was  given  pref- 
erence. The  essential  freight  included  the  heavy  com- 
modities which  assist  in  making  a  favorable  record  in  car 
and  train  loading. 

With  respect  to  the  larger  proportion  of  empty  car 
miles  and  the  loss  in  car  miles  per  car  day,  the  decreases 
in  efficiency  are  partly  explained  by  the  policy  of  arbi- 
trarily moving  the  empties  in  solid  train  lots  and  of 
attempting  to  have  the  empties  available  at  originat- 
ing points  in  advance  of  the  needs.  The  increase  in  the 
car  load,  also,  was  piut^hased  at  some  sacrifice  in  car 
movement  per  day  when  cars  were  held  for  the  heavier 
load. 

The  ultimate  index  to  the  efficiency  of  freight  car 
utilization  is  "ton  miles  per  car  day."  This  is  the  re- 
sultant of  the  car  load,  the  per  cent  of  loaded  car  mileSi 
and  the  car  miles  per  car  day.  It  will  be  noted  that  the 
gain  of  7.8  per  cent  in  the  load  was  not  sufficient  to  offset 
the  losses  of  3.6  per  cent  in  loaded  proportion  and  4.6  per 
cent  in  car  miles  per  day.  The  net  loss  in  ton  miles  per 
car  day  was  1.0  per  cent. 

In  passenger  service  as  in  freight  service,  the  per- 
formance in  1918  broke  all  previous  records.  Including 
the  movement  of  troops,  the  passengers  carried  one  mile 
in  that  year  were  42,498,248,256,  compared  with  39,- 
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361,369,062  in  1917.  The  greater  part  of  the  8  per  cent 
increase  is  accounted  for  by  military  traffic,  but  there 
was  a  slight  increase  in  civilian  passenger  traffic,  not- 
withstanding the  curtailment  in  passenger  train  service 
and  the  appeals  of  the  Railroad  Administration  to ''  stay 
at  home/' 


Financial  Results 

The  net  operating  income  of  the  railroads  under 
federal  control  for  the  year  1918  fell  short  by  approxi- 
mately $245,000,000  of  the  amount  which  the  govern- 
ment paid  in  the  standard  retiun  rentals.  This  deficit 
includes  losses  in  the  operation  of  the  Pullman  car 
lines,  refrigerator  car  lines,  steamship  lines,  and  inland 
waterways,  as  well  as  the  expenses  of  the  central  and 
r^onal  offices  of  the  Railroad  Administration.  It  does 
not  include  interest  on  expenditures  for  additions  and 
betterments  made  by  the  Railroad  Administration  but 
paid  for  by  the  companies,  nor  is  account  taken  of 
claims  for  imdermaintenance.  The  discussion  of  these 
auxiliary  features  will  be  reserved  for  the  second  article, 
in  which  the  complete  results  of  the  federal  control 
period  will  be  reviewed. 

A  complete  and  exact  statement  of  the  financial  re- 
sults for  1918  is  not  available  in  separate  form,  but 
summaries  of  the  income  account  were  published 
monthly  by  the  Operating  Statistics  Section.  They 
apply  only  to  Class  1  roads  and  do  not  include  any  of 
the  auxiliary  services,  such  as  Pullman  lines  and  steam- 
boats; nor  do  they  include  the  expense  of  the  regional 
and  central  offices  of  the  Administration.  The  figures, 
however,  give  a  sufficient  indication  of  the  relation  be- 
tween the  aggregate  net  operating  income  of  Class  1 
railroads  and  the  rentals  which  were  paid  by  the  govern- 
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ment.  The  difference  between  the  two  amounts  repre- 
sents much  the  greater  part  of  the  deficit  under  federal 
control. 

Ck)NDENBBD  InCOMB  AcCOimT^ 
CUw  1  lUilroads  in  Fadena  Ck>ntroL    Y«n  1018  and  1017 


1018 

1017 

Inereeee  or  DeerMMi 

Item 

Amount 

Per 
Gem 

Opermtinc  revenues 

Net  operfttinc  revenue 

Net  operatinc  income 

$4,842,606,884 

3.080.316.122 

003.380.762 

688.200.083 

800.336.686 

77.3 
202.136.602 

13.088.827.671 

2308.644.066 

1.180.282.715 

060.402,111 

863.868.213 

1.130.770.166 

D  976^1  J96S 

Dt7MJ^Mfi»8 

2M 

40J 

D9SS 

DtaJS 

1 

Per  cent  net  operatinc  income 
Deficit 

The  deficit  was  due  to  an  increase  in  operating  ex- 
penses which  was  relatively  and  absolutely  much  more 
than  the  increase  in  operating  revenues.  It  will  be  re- 
called that  a  general  increase  in  freight  and  passenger 
rates  was  made  effective  in  June.  The  wage  increaseSi 
however,  while  awarded  in  May,  were  made  retroactive 
to  January  1.  In  his  final  report  to  the  President,  Direo^ 
tor  General  Hines  estimated  that  if  the  advances  in 
freight  and  passenger  rates  had  been  effective  from 
January  1,  1918  the  additional  revenues  in  1018  would 
have  been  $494,000,000.  This  amount,  of  course,  would 
have  wiped  out  the  deficit  and  would  have  left  a  surplus 
of  nearly  $292,000,000. 

It  was  impracticable,  however,  to  increase  the  rates  at 
the  very  beginning  of  federal  control.  The  reasons  why 

>  D  denotee  deoreaae.  Theee  returns  include  the  results  of  operation  of  180  Class  1 
railroads  with  an  acgresate  road  mileage  of  230,760.  Net  operatinc  income  as  used  here 
corresponds  with  its  definition  in  the  Federal  Control  Act,  vis.,  net  operating  revenue, 
minus  railway  tax  accruals  and  uncollectible  railway  revenues,  plus  or  minus  the  net 
balancea  for  equipment  rents,  joint  facility  rents,  and  miscellaneous  federal  income  items 
(if  any).  The  standard  return  used  here  is  the  figure  as  it  appeared  at  that  time.  Since 
then  it  has  been  changed  slightly  by  adjustments. 
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they  were  not  made  effective  until  June  have  akeady 
been  given.  The  record,  therefore,  must  stand  as  given 
—  a  deficit  of  over  $200,000,000.^  This  deficit  and  the 
deficit  in  1919  are  frequently  referred  to  as  the  "cost" 
of  government  operation. 

As  this  phase  of  the  question  is  to  be  discussed  in  the 
final  review  of  the  results  for  the  entire  period  of  federal 
control,  it  may  be  passed  here  with  the  brief  comment 
that  so  far  as  the  ultimate  cost  to  the  public  was  con- 
cerned it  made  little  difference  whether  the  deficit  in 
1918  was  met  from  the  public  treasiuy,  or  was  avoided 
(as  might  have  been  done)  by  an  earlier  or  a  larger  in- 
crease in  rates.  In  either  case  the  public  pays  the  bill. 
The  higher  cost  of  railroad  operation,  however  met,  was 
an  element  in  the  cost  of  the  war;  and  the  amount  of  the 
deficit  is  not  large  when  we  consider  the  cost  of  other 
kuge  scale  government  activities  incident  to  the  war. 
The  outstanding  fact  is  that  during  1918,  when  adequate 
transportation  was  so  vitally  necessary,  the  railroads 
functioned  effectively  as  a  part  of  the  war  machine,  and 
they  served  the  public  reasonably  well  imder  very  trying 
conditions.  The  writer  believes  that  the  results  achieved 
under  federal  control  during  the  war  were  more  favor- 
able than  would  have  been  possible  under  a  continuation 
of  private  control. 

William  J.  Cunningham. 

Habvabd  Uniyebsitt. 


>  Thia  is  the  loss  on  the  operation  of  CIms  1  roads.  Including  all  activitiee  of  the 
Railroad  Adminiatration,  and  its  organisation  costs,  the  deficit  for  1918  was  about 
tM5.000.000. 
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SOME  RECENT  STUDIES  ON  THE  INDUSTRIAL 

REVOLUTION  ^ 

Considering  the  importance  of  the  subject  it  is  surprising 
that  nothing  like  a  complete  history  of  the  English  Industrial 
Revolution  has  yet  been  written.  As  a  factor  in  determining 
the  character  of  modem  civilization  it  is  easily  as  important 
as  its  two  great  contemporaries,  the  revolution  in  America 
and  the  revolution  in  France;  yet  compared  with  them  it  has 
received  scant  attention  from  serious  historians.  Outside  of 
Arnold  Toynbee's  lectures,  published  nearly  forty  years  ago, 
and  M.  Paul  Mantoux's  La  RivohUion  industrieUe  au  XVIII* 
Slide  en  Angleterre,  which  has  never  been  translated  and  is 
now  out  of  print,  it  is  hard  to  recall  any  published  work 
which  even  undertakes  to  deal  with  the  subject  as  a  whole. 
And  To3nQbee  does  little  more  than  indicate  the  importance  of 
the  subject,  while  Mantoux's  admirable  monograph  hardly 
develops  it  past  its  beginnings.  Cimningham,  of  course,  has 
good  chapte;^  on  the  Industrial  Revolution  in  his  History  of 
English  Industry  and  Commerce^  and  there  is  matter  of  value 
in  some  of  the  general  histories  of  the  period,  notably  in 
J.  R.  M.  Butler's  The  Parsing  of  the  Great  Reform  Bill,  and 
in  Professor  Hal^vy's  Histoire  du  peuple  anglais  au  XIX* 
Slide.  But  none  of  these  can  pretend  to  anything  like  com- 
pleteness. The  fact  is  that  the  subject  is  a  tremendous  one, 
the  interest  in  it  comparatively  recent  and  a  good  deal  of  in- 

'  J.  L.  Hammond  and  Barbara  Hammond,  — 

The  Village  Labourer,  1760-1832.  A  Study  in  the  Government  of  England  before  the 
Beform  Bill.    New  impression.     Longmans,  Green  A  Co..  1919. 

The  Town  Labourer,  1760-1832.  The  New  Civiliuition.  Fourth  impression.  Lonc- 
mans.  Green  A  Co.,  1919. 

The  Skilled  Labourer,  1760-1832.   Longmans,  Green  A  Co.,  1919. 

Edgar  S.  Fumiss,  The  Position  of  the  Laborer  in  a  System  of  Nationalism:  A  Study 
in  the  Labor  Theories  of  the  Later  English  Mercantilists.   Houghton  MifiBin  Co.,  1920. 
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tensive  research  work  in  the  sources  still  remains  to  be  done 
before  anything  like  a  comprehensive  treatment  of  it  can 
safely  be  attempted.  We  need  more  biographies  of  the  type  of 
Graham  Wallas's  Ldfe  of  Place,  more  histories  of  industry  of 
the  quality  of  Chapman's  Lancashire  Cotton  Industry,  and 
more  careful  studies  of  contemporary  political  and  social 
movements  like  Veitch's  Oenesis  of  Parliamentary  Reform, 
and  Beer's  History  of  English  Socialism.  It  is  always  dan- 
gerous to  analyze  such  a  complex  movement  as  the  Industrial 
Revolution  into  its  parts,  and  to  undertake  to  study  those 
parts  separately.  But  the  sooner  that  is  done  the  sooner  we 
shall  be  in  a  position  to  make  a  satisfactory  synthetic  judg- 
ment. 

Mr.  and  Mrs.  Hammond  in  their  three  voliunes  on  the 
English  laborer  have  undertaken  to  present  a  picture  of  the 
condition  of  the  English  wage  earning  classes  during  the  most 
intense  period  of  the  Industrial  Revolution.  In  so  doing  they 
have  made  probably  the  most  important  contribution  to  the 
history  of  that  movement  that  has  appeared  since  M.  Man- 
toux  brought  out  his  volimie  nearly  fifteen  years  ago.  But 
before  proceeding  to  a  consideration  of  their  work  it  is  worth 
while  taking  note  of  the  excellent  short  monograph  by  Pro- 
fessor Edgar  S.  Furniss  which  has  just  been  published  as 
Volimie  XXX  of  the  Hart,  Schaflfner,  and  Marx  Prize  Essays 
in  Economics  under  the  title  Tfie  Position  of  the  Laborer  in 
a  System  of  Nationalism.  The  sub-title,  ''A  Study  in  the 
Labor  Theories  of  the  Later  English  Mercantilists,"  reveals 
more  exactly  the  nature  of  its  contents.  Professor  Furniss  has 
limited  his  investigations  to  the  period  between  1660  and 
1775.  He  stops  at  just  about  the  time  when  the  Industrial 
Revolution  may  be  said  to  have  begun.  But  his  discus- 
sion throws  a  good  deal  of  light  upon  the  orthodox  attitude 
towards  labor  during  the  Revolution  because  that  attitude 
was  largely  the  expression  of  the  mercantilist  theory. 

It  is  not  surprising  to  discover  that  the  later  mercantilists 
regarded  labor  as  they  regarded  all  other  factors  which 
entered  into  production  from  the  point  of  view  of  its  contribu- 
tion to  national  wealth.  The  surprising  fact  is  that  they  were 
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often  disposed  to  regard  it  as  the  sole  source  of  wealth.  At 
times  they  came  near  anticipating  Ricardo's  views  and  were 
not  far  away  from  the  fundamental  position  of  Karl  Marx. 
But  they  differed  radically  from  Marx  in  this,  that  they  were 
entirely  concerned  with  the  amafising  of  wealth  by  the  nation 
and  not  at  all  with  its  distribution  among  the  nation.  They 
agreed  tha^  labor  produced  wealth,  and  because  it  produced 
wealth  they  insisted  that  it  should  be  exploited  for  all  it  was 
worth.  Their  feeling  about  workhouses  for  the  poor  illus- 
trates admirably  their  point  of  view.  They  advocated  work- 
houses for  the  poor,  not  because  they  wanted  to  relieve  the 
poor,  but  because  they  wanted  to  utilize  to  the  utmost  the 
production  capacity  of  the  nation.  They  did  not  deplore 
poverty  as  such.  A  good  many  of  them  expressed  the  view 
that  poverty  was  necessary  in  order  to  keep  labor  to  its  tasks. 
Arthur  Young  remarked : ''  Everyone  but  an  idiot  knows  that 
the  lower  classes  must  be  kept  poor  or  they  will  never  be  in- 
dustrious." On  similar  grounds  the  high  price  of  foodstuffs, 
particularly  of  com,  was  justified.  If  com  was  harder  to  buy 
the  laboring  man  would  have  to  work  harder  to  get  it.  Amuse- 
ments and  recreations  were  begmdged  him  for  like  reasons. 
At  every  turn  the  emphasis  was  laid  upon  keeping  steady  pres- 
sure on  labor  to  increase  output. 

Ciuiously  enough  there  seems  to  have  been  very  little  dis- 
position among  the  later  mercantilists  to  consider  the  pos- 
sibiUty  of  wearing  out  the  hiunan  machine  by  excessive  labor. 
The  assumption  almost  always  was  that  the  longer  a  man  was 
kept  at  it  the  more  he  would  do.  Nor  was  there  much  atten- 
tion paid  to  labor  as  a  consimier.  One  or  two,  like  Sir  Dudley 
North  and  David  Himie  agreed  that  a  prosperous  laborer  was 
a  good  customer  but  most  of  the  mercantilists  had  their  eye 
fixed  singly  upon  the  foreign  buyer  and  considered  an  increase 
in  national  wealth  wholly  in  terms  of  an  increase  in  the  favor- 
able balance  of  trade.  It  was  with  the  foreign  market  in  mind 
and  with  a  view  to  meeting  the  foreign  competitor  that  many 
of  them  argued  in  favor  of  low  wages,  and  even  of  supplement- 
ing wages  by  poor  relief.  They  maintained  that  since  low 
wages  enabled  the  English  producer  to  undersell  his  competi- 
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tor  in  the  foreign  market  and  by  so  doing  to  increaae  the 
national  wealth  that  low  wages  conferred  a  national  benefit 
for  which  it  was  proper  that  the  nation  should  pay.  From  this 
point  of  view  the  system  of  poor  relief  developed  under  the 
so-called  Speenhamland  Act  became  a  kind  of  national 
bounty  paid  to  the  export  industries. 

Such,  in  brief,  were  the  views  about  labor  which  the  later 
mercantilists  handed  on  to  those  who  followed  them  and  by 
such  arguments  a  good  deal  of.  what  was  bad  in  the  treatment 
of  the  laboring  man  during  the  Industrial  Revolution  was 
justified.  With  a  clear  recognition  of  the  importance  of  labor 
as  a  factor  in  the  production  of  national  wealth  there  went  an 
almost  complete  disregard  of  the  welfare  of  the  laborer  him- 
self —  an  attitude  closely  analogous  to  that  of  the  owner  of 
the  goose  which  laid  the  golden  eggs  and  nearly  as  fatal  in  its 
consequences. 

Of  course  it  must  never  be  forgotten  that  the  old-fashioned 
economist  held  himself  bound  to  eliminate  from  his  calcula- 
tions all  other  factors  except  those  directly  contributory  to 
the  production  of  wealth.  It  would  be  unfair  to  assume  that 
the  later  mercantilists  were  altogether  indifferent  to  humani- 
tarian considerations  or  that  the  labor  policy  which  emerged 
from  their  more  or  less  academic  dissertations  was  the  ac- 
cepted labor  policy  of  their  times.  Professor  Fumiss  does  not 
attempt  to  do  more  than  define  their  position,  but  those  who 
read  his  work  must  take  care  that  they  do  not  attribute  to  the 
eighteenth  century  English  world  at  large  the  opinions  main- 
tained by  the  exponents  of  a  thoroly  materialistic  creed.  The 
eighteenth  century  was  a  good  deal  kinder  than  these  writers 
would  seem  to  indicate,  and  a  good  deal  more  considerate  of 
the  rights  of  the  laborer  as  a  man  and  a  citizen.  But  it  was, 
nevertheless,  too  much  inclined  to  regard  him  merely  as  the 
most  important  cog  in  the  national  industrial  machine,  a  cog, 
moreover,  which  could  be  kept  on  turning  indefinitely,  with- 
out rest  and  almost  without  lubrication. 

The  three  volumes  by  Mr.  and  Mrs.  Hammond  have  to  do 
with  the  village  laborer,  the  town  laborer,  and  the  skilled 
laborer  during  the  period  between  1760  and  1832.  The  first 
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of  them  appeared  nearly  ten  years  ago;  the  third,  late  last 
year  (1919).  Both  the  first  and  the  second  have  been  three 
times  reprinted.  It  is  gratifying  to  discover  that  work  of 
this  quaUty,  which  must  commend  itself  strongly  to  every 
serious  student  of  the  subject,  has  been  so  favorably  received 
by  the  wider  reading  pubUc.  But  this  is  not  altogether  siu*- 
prising.  Mr.  and  Mrs.  Hammond  are  painstaking  research 
students,  but  they  are  something  more  than  that.  Like  their 
friends  Professor  Graham  Wallas  and  Mr.  R.  H.  Tawney  they 
are  as  well  masters  of  the  art  of  historical  writing.  What  they 
set  down  is  not  only  always  worth  study,  but  it  is  also  almost 
always  pleasant  and  easy  reading.  It  is  refreshing  to  dis- 
cover once  again  that  economic  history  need  not  be  such  dull 
stuff  as  most  of  those  who  write  it,  particularly  in  America, 
make  it  out  to  be. 

The  volimie  on  the  village  laborer  deals  specifically  with  the 
effect  of  the  eighteenth  century  enclosure  movement  upon  the 
English  peasantry.  It  has  Uttle  to  do  with  the  Industrial 
Revolution  in  the  precise  sense  of  the  term,  but  Mr.  and  Mrs. 
Hammond  are  not  concerned  about  that.  To  them  the 
agrarian  and  the  industrial  change  belong  together.  They 
find  both  proceeding  from  very  much  the  same  impulses, 
dominated  by  much  the  same  spirit,  and  directed  toward 
much  the  same  ends.  In  each,  the  well-to-do  in  pursuit  of 
wealth  ruthlessly  exploit  the  weakness  of  the  poor.  The 
town  laborer  puts  up  a  stiffer  fight  for  his  independence  than 
does  his  country  brother,  but  both  succumb  in  the  end.  To 
the  Hammonds  it  is  all  part  of  the  same  tragedy  whether  the 
scene  be  laid  in  the  field  or  in  the  factory,  in  deserted  villages 
or  in  crowded  city  tenements.  To  such  a  tragedy  the  open- 
ing chapters  of  The  Village  Labourer  form  an  appropriate 
prologue.  They  set  forth  the  ways  by  which  poUtical  power 
in  eighteenth  century  England  came  to  be  concentrated  in  the 
hands  of  the  town  and  country  gentry,  who  dominated  the 
central  government  by  controUing  the  House  of  Commons 
and  dominated  the  local  government  by  monopolizing  the 
o£Sce  of  justice  of  the  peace.  There  can  be  little  doubt  that 
this  was  the  case.  But  the  point  which  Mr.  and  Mrs.  Ham- 
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mond  particularly  wish  to  drive  home  is  that  the  gentry  con- 
sistently employed  their  political  power  for  the  purpose  of 
advancing  their  economic  interests.  They  convey  the  im- 
pression that  all  laws  were  framed  in  the  i!nterest  of  landlords 
and  employers,  and  all  judicial  decisions  in  the  local  courts 
were  favorable  to  their  side  of  the  case.  There  is  much  to  be 
said  in  support  of  this  view,  but  the  Hammonds  put  it  alto- 
gether too  strongly.  It  would  not  be  hard  to  point  to  plenty 
of  legislation  favorable  to  the  laboring  man  during  this  period 
and  unfavorable  to  his  masters  —  the  anti-trucldng  acts  for 
example.  And  there  were  plenty  of  decisions  by  the  local 
courts  in  his  favor.  It  is  significant  in  this  connection  to  re- 
call the  efforts  of  the  laborers  themselves  to  have  their  wages 
fixed  by  the  justices  of  the  peace.  Had  they  been  convinced 
of  the  antipathy  of  the  justices,  this  would  have  been  the  last 
thing  they  would  have  asked  for.  Had  their  employers  been 
convinced  of  it  this  would  have  been  the  last  thing  they  would 
have  opposed.  As  it  was  they  did  oppose  it  vigorously,  and  in 
the  main  successfully.  Theyfailed,  however,  in  the  case  of  the 
Spitalfields  silk  weavers  who,  in  1773,  secured  the  right  to 
have  their  wages  fixed  by  their  magistrates.  The  consequence 
was  not,  as  Mr.  and  Mrs.  Hammond  would  lead  us  to  expect, 
that  things  went  very  badly  with  them,  but  that  things  went 
very  well.  They  became  in  fact  "an  aristocracy  among  wage 
earners." 

Too  much  can  easily  be  made  of  exceptions  like  this  which 
prove  the  rule,  but  do  not  necessarily  invalidate  it.  It  is, 
however,  pretty  clear  that  Mr.  and  Mrs.  Hammond  are  rather 
obsessed  by  Disraeli's  idea  of  ''two  nations"  within  England, 
and  are  rather  too  much  disposed  to  interpret  the  economic 
life  of  the  period  which  they  are  considering  in  terms  of  class 
warfare.  It  has  long  been  a  conmion  fault  among  the  English 
historians  that  they  have  approached  the  problems  of  the  past 
with  a  view  to  finding  support  for  their  convictions  about 
contemporary  issues.  Their  disposition  has  too  often  been  to 
make  of  past  history  present  politics.  This  fault  is  con- 
spicuous in  a  good  deal  of  what  has  been  written  during  the 
past  generation  about  the  history  of  the  English  laborer. 
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Those  who  have  been  attracted  to  the  subject  have  been,  if 
not  pronounced  socialists,  at  any  rate  strongly  antipathetic  to 
the  present  organization  of  industrial  society.    They  have 
traced  to  the  Industrial  Revolution  the  roots  of  most  of  the 
evils  which  they  attribute  to  the  modem  so-called  capitalistic 
eystem  and  in  their  discussion  of  it  they  have  been  mainly 
concerned  with  la3dng  these  roots  bare.  This  attitude  of  mind 
is  quite  apparent  in  the  writings  of  J.  A.  Hobson  and  of  Pro- 
fessor Graham  Wallas,  and  there  is  evidence  of  it  in  Mr.  and 
Mrs.  Hammond's  work.    It  comes  out  strikingly  in  those 
chapters  in  their  volume  on  the  town  laborer  in  which  they 
undertake  to  describe  the  mind  and  conscience  of  the  rich. 
According  to  their  reckoning  the  mental  attitude  of  the  rich 
towards  the  poor  was  well  represented  by  those  who  dis- 
torted the  arguments  of  Bicardo  and  Malthus  in  order  to 
justify  low  wages,  poverty,  and  misery;  and  the  conscience  of 
the  rich  by  those  who,  Uke  Hannah  More,  WilUam  Wilber- 
f  orce,  and  the  Methodists,  preached  to  the  poor  the  gospel  of 
resignation.   But  it  would  be  easy  to  select  other  men  and 
women  whose  opinions  and  whose  convictions  were  of  a 
diametrically  opposed  character.   The  same  class  of  society 
that  fathered  William  Wilberf orce  fathered  also  Romilly  and 
Whitbread,  Bennet  and  Sheridan,  Lord  King  and  Lord 
Suffield.   The  same  generation  that  quoted  the  iron  law  of 
wages  heard  and  applauded  Robert  Owen.  The  same  sort  of 
House  of  Commons  that  passed  the  anti-combination  laws, 
repealed  them.   There  was  in  fact  no  common  mind  of  the 
rich  and  no  common  conscience  of  the  rich.  The  gulf  which 
separated  a  man  like  Charles  James  Fox  from  a  man  Uke  the 
Duke  of  Wellington  was  far  wider  than  that  one  which  sepa- 
rated Fox  from  Thomas  Hardy  the  shoemaker.   There  were 
reactionaries  among  the  rich,  many  of  them,  but  there  were 
also  many  reformers.   The  governing  rich  class,  as  Mr.  and 
Mrs.  Hammond  reveal  it,  was  a  class  quite  unconscious  of  its 
own  shortcomings,  absolutely  satisfied  with  the  poUtical  and 
industrial  status  quo,  and  absolutely  averse  to  change.    How 
then  do  they  account  for  the  fact  that  this  same  class  pro- 
duced the  Great  Reform  Bill?  They  don't.   It  is  one  of  the 
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fundamental  defects  of  their  three  volumes  that  they  reveal 
almost  no  trace  of  the  great  progressive  forces  which  were  at 
work  among  the  governing  class  during  the  very  period  which 
they  describe  and  which  were  slowly  making  straight  the  way 
of  modem  English  democracy. 

Over  against  the  smugness  of  the  rich  the  Hammonds  set 
the  dejection  and  misery  of  the  poor.  They  call  attention  to 
the  concentration  of  the  population  in  towns  which  was  one 
of  the  striking  features  of  the  Industrial  Revolution  and 
enlarge  upon  the  evils  attendant  on  the  subjection  of  the 
immigrant  countryman  to  factory  discipline  and  grimy  town 
life.  The  picture  which  they  draw  is  familiar  enough  tho 
they  have  added  some  lurid  details.  If  one  were  to  ask  them 
why  it  was  that  the  countryman  left  his  cottage  and  his 
hedgerows  for  that  kind  of  life  they  would  probably  answer 
that  he  was  forced  out  of  the  country  by  economic  necessity. 
Yet  it  is  hard  to  beUeve  in  the  light  of  present  day  experience 
that  economic  necessity  alone  was  responsible.  Any  one  who 
has  tried  to  coax  the  modem  town  laborer  from  shabby  tene- 
ments into  trim  suburban  villas  has  discovered  that  the 
laborer  finds  something  in  his  tenement  which  he  is  not 
particularly  anxious  to  exchange  for  blue  skies  and  green 
fields.  And  that  something  is  probably  human  society .  Town 
life  is  not  without  its  compensations;  factory  discipUne,  even, 
is  not  without  its  compensations.  Grant  that  the  laborer  of 
the  eighteenth  century  did  encounter  all  the  miseries  which 
the  Hanmionds  have  depicted;  at  any  rate  he  was  no  longer 
isolated,  no  longer  lonely,  no  longer  doomed  to  vegetate  with 
his  crops.  The  factory  town  for  all  its  grime  and  ugliness 
teemed  with  social  opportunity.  It  brought  men  together 
who  had  never  been  together  before.  It  provided  contact 
between  mind  and  mind.  It  made  cheap  schools  possible,  it 
made  posto£Sces  and  cheap  newspapers  possible,  it  made 
clubs  and  unions  and  codperative  societies  and  Ubraries  and 
art  galleries  possible.  In  brief,  it  made  social  and  political  and 
industrial  organization  among  the  wage  earners  possible. 
And  the  factory  discipline,  notwithstanding  its  undoubted 
hardships,  contributed  to  the  same  end.    It  taught  men  to 
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work  together  toward  a  common  end  and  revealed  to  them  the 
value  and  the  strength  of  cooperative  effort.  It  developed, 
in  fact,  isprit  de  carps.  From  this  point  of  view  the  factory 
town  was  a  factor  of  some  importance  in  the  social  and  politi- 
cal progress  of  the  English  workingman. 

Ot  course  it  was  no  thanks  to  the  capitalist  that  this  was  so. 
His  notion  was  simply  that  of  getting  workers  nearer  his 
plant.  He  was,  generally  speaking,  indifferent  if  not  hostile  to 
everything  which  would  have  made  of  the  town  a  pleasant 
and  healthy  place  to  live  in.  He  fenced  in  the  open  places, 
discouraged  public  pastimes,  frowned  upon  popular  educa- 
tion. Mr.  and  Mrs.  Hammond  are  right  in  reckoning  the 
hideous  conditions  of  town  life  in  the  score  of  their  indictment 
of  him.  Yet  perhaps  if  their  interest  had  been  a  little  less  con- 
centrated upon  bringing  him  to  book  they  would  not  have 
forgotten  what  an  important  part  in  the  social  and  poHtical 
progress  of  the  last  hundred  years  the  factory  town  has 
played.  It  is  a  mistake  to  assume  that  because  the  capitalists 
intended  no  good,  and  immediately  perhaps,  accomplished  no 
good,  that  therefore  no  good  was  to  proceed  from  those  mis- 
erable aggregations  of  humanity  which  they  drew  together. 
Great  good  in  fact  did  proceed  and  it  is  open  to  question 
whether  on  the  whole,  considering  the  intellectual  and  spirit- 
ual forces  which  emerged  from  it,  the  dirty,  unhealthy  fac- 
tory town  was  not  worth  all  the  misery  which  went  into  its 
making. 

As  a  matter  of  fact,  if  the  Hammonds  had  but  marked  it, 
the  influence  of  the  new  towns  upon  the  social  and  political 
progress  of  the  English  laboring  classes  was  already  beginning 
to  reveal  itself  in  the  very  period  which  they  have  under  con- 
sideration. The  town  laborer,  as  they  see  him,  is  a  poor, 
half-starved,  spiritless  fellow.  They  do  not  see  him  in  1792 
aroused  and  inspired  by  the  French  Revolution,  and  flocking 
to  join  Thomas  Hardy's  correspondence  societies.  They  do 
not  see  him  reading  Tom  Paine  and  Will  Cobbett,  and  listen- 
ing to  Orator  Hunt.  They  do  not  attend  his  debating  clubs, 
or  join  his  reading  circles,  or  his  cooperative  societies.  They 
hardly  hint  at  the  enormous  expansion  of  his  trade  unions,  or 
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if  they  do  th^  fail  to  grasp  the  tremendous  significance  of  all 
these  things.  There  is  hardly  a  period  of  equal  length  in  the 
whole  of  English  history  which  is  so  important  as  this  one  in 
the  political  and  social  progress  of  the  English  laboring  classes. 
Then,  it  can  fairly  be  said,  his  political  consciousness  was 
bom.  Then,  almost  for  the  first  time,  he  began  to  think  of 
himself  not  merely  as  a  subject  but  also  as  a  citizen.  All  that 
he  was  to  be  in  the  oenttuy  which  succeeded  he  began  to 
dream  of  then.  But  of  this  there  is  hardly  a  word  from  Mr. 
and  Mrs.  Hammond.  They  leave  the  laboring  man  in  1832  at 
very  much  the  same  place  where  they  found  him  in  1760. 
They  do  not  see,  or  at  any  rate,  they  do  not  record  any  prog- 
ress. They  record  his  efiForts,  his  agitations,  his  riots,  and  his 
strikes,  but  to  them  it  is  all  simply  a  futile  beating  of  wings 
against  the  cage. 

In  many  respects  the  concluding  voliune  on  The  SkiUed 
Labourer  is  the  most  valuable  one  of  the  three.  It  is,  in  the 
first  place,  much  more  historical  in  its  tone,  and  much  more 
concerned  with  describing  conditions  as  they  existed  than 
with  fixing  the  responsibility  for  them.  In  the  second  place 
it  contains  more  that  is  really  new.  A  great  deal  of  it  has 
been  dug  out  of  contemporary  newspapers  and  other  equally 
obstinate  material,  but  it  has  been  composed  so  skillfully 
that  the  hard  spade  work  which  must  have  gone  into  the 
making  of  it  hardly  appears.  About  two-thirds  of  it  is  de- 
voted to  the  history  of  labor  in  the  various  textile  industries. 
In  fact,  barring  one  single  chapter  on  the  coal  miners  of  the 
Tyne  and  Wear,  no  other  industry  is  considered.  It  would 
perhaps  be  unreasonable  to  complain  that  Mr.  and  Mrs. 
Hammond  have  limited  their  attention  to  the  textiles,  tho  it 
is  a  trifle  disappointing  to  discover  that  they  have  not  at- 
tempted to  retrieve  some  of  the  other  industries  from  the 
neglect  which  they  have  long  suffered  at  the  hands  of  Engh'sh 
economic  historians. 

What  Mr.  and  Mrs.  Hammond  mean  by  the  history  of  la- 
bor in  particular  industries  is  generally  speaking  the  history 
of  the  efforts  of  labor  to  better  its  lot,  in  the  main  to  in- 
crease its  wages.  Their  chapters  on  this  subject  form  a  valu- 
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able  supplement  to  Mr.  and  Mrs.  Webb's  History  of  Trade 
Unionism^  and  they  are  written  from  much  the  same  point  of 
view.  One  of  the  surprising  facts  which  they  reveal  is  the 
amoimt  of  organization  which  the  skilled  workers  were  able  to 
maintain  during  the  time  when  the  anti-combination  laws 
were  still  in  force.  Another  equally  siuprising  revelation  is 
the  amoimt  of  disagreement  that  there  was  among  employers 
on  the  question  of  wages.  Mr.  and  Mrs.  Hanmiond  have 
rather  given  us  to  understand  in  their  earlier  volumes  that  the 
employers  presented  a  united  front  against  the  demands  of 
labor.  It  is  abundantly  clear  from  this  volume  that  such  was 
not  the  case.  Indeed  it  sometimes  appears  that  the  workers 
and  the  more  liberally  minded  employers  actually  codperated 
to  force  less  liberally  minded  employers  to  increase  wages. 
But  these  are  merely  observations  by  the  way.  In  the  main 
the  story  of  labor  in  the  textile  industries  of  this  time  is  one 
of  strife  in  which  inchoate  labor  organizations  wrestle  with 
associations  of  employers  and  ahnost  invariably  lose. 

Three  chapters  in  this  third  volume  narrate  the  history  of 
that  spectacular  campaign  of  machine  smashing  which  usually 
goes  by  the  name  of  the  Luddite  Risings.  These  are  excep- 
tionally valuable  chapters  for  the  student.  They  contain 
what  is  probably  the  best  analysis  of  that  confused  and  inco* 
herent  movement  that  has  been  written.  If  they  have  any 
defect  it  is  that  the  Luddites  are  not  sufficiently  closely  re- 
lated to  the  general  conditions  which  called  them  forth.  Cer- 
tainly the  acute  business  depression  of  1811  had  a  good  deal 
to  do  with  them,  as  did  probably  the  American  embargo  of  the 
same  year.  The  measures  taken  to  suppress  them  are  de- 
veloped at  considerable  length  and  serve  to  introduce  the 
concluding  chapter  on  the  government  spy  system  and  the 
career  of  the  notorious  Mr.  Oliver. 

Mr.  and  Mrs.  Hanunond  in  their  treatment  of  this  subject 
reveal  more  conspicuously  perhaps  than  anywhere  else  the 
bias  which  runs  through  their  entire  work.  In  their  insistence 
upon  the  class  struggle  they  fail  to  take  account  of  the  very 
comphcated  character  of  the  period  with  which  they  are  deal- 
ing, and  of  the  many  diverse  elements  which  went  into  the 
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makmg  of  it.  To  modem  eyes  the  industrial  problems  of 
those  days  assume  proportions  which  they  ahnost  certainly 
did  not  reveal  to  the  eyes  of  contemporaries.  The  average 
Englishman  of  the  late  eighteenth  and  early  nineteenth  cen- 
turies was  probably  much  more  concerned  about  the  question 
as  to  whether  or  not  England  would  be  able  to  hold  her  own 
against  France.  It  must  not  be  forgotten  that  those  times 
were  in  the  main  times  of  war,  and  that  during  a  considerable 
part  of  them  England  was  fighting  for  her  very  life  against 
the  greatest  miUtary  genius  that  the  world  had  perhaps  ever 
seen.  Nor  must  it  be  forgotten  that  even  after  France  had 
become  frankly  imperialistic  the  French  cause  continued  to  be 
identified  with  the  democratic  propaganda  set  on  foot  dining 
the  earlier  wars  of  the  French  Revolution.  On  that  account 
any  movement  in  the  nature  of  a  democratic  protest  against 
the  status  quo,  whether  political  or  religious  or  industrial, 
savored  of  treason.  It  is  probable  that  even  among  the  labor- 
ing classes  there  was  a  good  deal  more  enthusiasm  for  the 
cause  of  "Church  and  King"  than  there  was  for  "Liberty, 
Fraternity,  Equality."  We  have  had  our  modem  equivalent 
of  this  attitude  of  mind  during  the  late  war.  Possibly  if  the 
records  of  our  federal  secret  service  were  searched,  stories  not 
unlike  that  of  Oliver  would  be  discovered.  At  any  rate  there 
can  be  very  little  doubt  that  a  good  many  of  the  measiu'es 
taken  against  labor  and  particularly  against  labor  organiza- 
tions during  the  times  with  which  Mr.  and  Mrs.  Hammond 
are  concerned  were  dictated  far  more  by  political  than  by 
industrial  fears.  Mr.  Oliver  was  not  the  tool  of  capitalists,  he 
was  the  tool  of  a  government  so  panic-stricken  that  it  saw 
incipient  revolution  in  every  manifestation  of  discontent. 
He  can  no  more  be  considered  without  reference  to  the  French 
Revolution  and  the  Napoleonic  wars  than  can  the  recent 
treatment  of  "undesirable  aliens"  in  America  be  considered 
without  reference  to  the  Russian  Revolution  and  the  World 
War.  It  was,  perhaps,  imfortunate,  that  the  Industrial 
Revolution  got  tangled  up  with  foreign  revolutions  and 
foreign  wars  the  way  it  did.  It  was  certainly  unfortunate  that 
the  progress  of  the  world  toward  social  as  well  as  political 
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democracy  suffered  a  serious  relapse  because  of  the  associa- 
tion between  democracy  and  France  on  the  one  hand  and 
between  France  and  Napoleon  on  the  other.  But  so  it  was 
and  no  judicious  historian  of  those  times  can  afford  to  ignore 
it.  It  would  be  going  too  far  to  say  that  Mr.  and  Mrs.  Ham- 
mond have  ignored  it.  Their  fault  lies  rather  in  their  failure 
to  allow  it  sufficient  weight  in  forming  their  judgments. 

The  pity  of  it  is  that  historians  of  their  caUber  still  find  it 
necessary  to  write  hiunan  history  in  terms  of  their  own  polit- 
ical and  social  creed.  Time  was  when  history  was  written  in 
terms  of  the  conflict  of  religious  creeds.  Other  times  were 
when  it  was  written  in  terms  of  the  conflict  of  political 
theories.  It  is  easy  to  explain  why  this  was  so  and  to  censure 
the  old  historians  for  their  inabiUty  to  free  themselves  from 
the  predilections  of  their  own  times.  But  it  is  not  at  all  certain 
that  the  historical  writers  of  our  generation  have  been  any 
more  successful  in  this  regard.  They  avoid  the  religious  and 
the  political  bias,  but  too  many  of  them  are  possessed  by  an 
economic  or  a  social  bias  no  less  obstructive  to  the  attain- 
ment of  objective  truth.  Whether  objective  truth  be  indeed 
attainable  in  human  history  is  a  matter  past  finding  out,  but 
it  will  hardly  be  attained  by  those  who  approach  the  past  with 
a  view  to  verifying  their  judgments  of  the  present. 

CONTBBS  RbAD. 


NOTES  AND  MEMORANDA 


PHILADELPHIA  AND  THE  EMBARGO  OF  1808 

Thb  year  of  the  embargo  was  critical  in  the  economic  his- 
tory of  the  United  States.  During  the  great  war  in  Europe, 
especially  in  the  first  phase  from  1792  to  the  Peace  of  Amiens 
a  decade  later,  America  as  the  chief  of  neutrals  had  built  up  a 
carrying  trade  of  vast  proportions.  The  1,000,000  or  more 
tons  of  shipping  engaged  in  this  trade  constituted  an  im- 
portant interest  for  the  nation,  and  one  which  was  para- 
mount for  a  state  like  Massachusetts  owning  as  it  did  a 
third  of  the  total. 

Among  the  mercantile  community,  accordingly,  the  action 
of  our  government  in  replying  to  the  Berlin  and  Milan  De- 
crees and  the  Orders  in  Council  of  1806  and  1807  which 
greatly  hampered  commerce,  by  an  embargo  which  prohibited 
it  wholly,  was  viewed  with  consternation.^  And  in  proportion 
as  the  mercantile  class  dominated  the  economic  life  of  their 
communities  the  embargo  was  execrated  as  the  knell  of 
American  prosperity.  As  a  result  something  of  a  tradition  has 
grown  up  in  American  history  as  to  the  hard  times  produced 
by  that  "  ill-judged  *'  measiu^. 

But  if  the  embargo  offered  small  comfort  to  conmaerce,  it 
gave  a  wholly  new  impetus  to  manufactures.  And  herein  lies 
the  explanation  of  a  sudden  prosperity  enjoyed  by  certain 
conunercial  cities  at  the  very  time  when  their  sisters  and  rivals 
were  most  depressed.  It  was  not  that  their  shipping  was  less 
hit,  but  rather  that  their  opportunities  for  a  transfer  of 
capital  to  manufactures  were  greater.  This  seems  to  have 
been  especially  true  of  the  commercial  cities  of  Pennsylvania 

^  Thia  feeling  was  not,  of  course,  universal.  Thus  William  Gray  of  Salem,  Mass.,  the 
greatest  merchant  of  his  day,  heartily  supported  the  embargo. 
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and  Maryland,  doubtless  in  part  because  of  the  great  demand 
for  manufactured  articles  arising  from  the  rapidly  developing 
Trans-AUegheny  region.  Baltimore  is  an  example  of  a  com- 
mercial city  suddenly  enlarging  the  field  of  its  interests.  The 
Baltimore  newspapers  during  the  year  of  the  embargo  have 
numerous  advertisements  of  and  other  references  to  rapidly 
expanding  manufactures.  But  Philadelphia  is  a  more  con- 
spicuous example  of  a  commercial  city  —  she  had  something 
like  a  twelfth  of  the  shipping  tonnage  of  the  United  States — 
able,  in  spite  of  the  gloom  among  the  purely  mercantile  ele- 
ments, to  develop  a  prosperity  which  was  the  wonder  of  the 
times. 

Even  the  opposition  press  was  obliged  to  concede  a  measure 
of  prosperity.  "The  embargo/'  declares  the  United  States 
Qazdte  of  October  8, 1808,  ''has  as  yet  produced  compara" 
tivdy  little  inconvenience  in  this  city  and  its  neighborhood. 
During  the  last  winter,  we  began  to  suffer  from  the  domicil- 
iary visits  of  labourers,  in  forma  pauperis,  who  could  not  find 
employment  and  were  obliged  to  beg;  but,  generally,  the 
stores,  laid  in  by  poor  men  before  the  embargo,  were  suffi- 
cient 'to  keep  want  from  their  doors'  until  the  spring 
opened;  since  when,  the  unexampled  improvements  in  our 
dty  have  given  constant  emplojrment  to  eight  or  ten  thou- 
sand of  them."  ^  Philadelphia  was,  in  fact,  thanks  to  manu- 
factures and  in  spite  of  commerce,  in  the  midst  of  a  wholly 
unprecedented  boom. 

A  rather  playful  explanation  of  this  era  of  construction,  in- 
volving the  building  of  1,000  new  houses'  at  Philadelphia  alone 
in  the  single  year  of  the  embargo,  attributes  it  to  the  pros- 
perity of  the  Philadelphia  lawyers.  To  these  virtuous  citixens 
the  embargo  brought  a  blessing  in  disguise.  The  very  act 
which  restrained  commerce  multiplied  marine  law  suits,  and 
their  effect  upon  the  gentry  of  the  bar  is  humorously  de- 
scribed by  Horace  Binney,  one  of  it!s  own  distinguished  orna- 
ments. "The  stoppings,  seizures,  takings,  sequestrations, 
condemnations,  all  of  a  novel  kind,  unlike  anything  that  had 

>  United  dtates  Gaiette,  October  8, 1808. 
s  Annals  of  ConsreM,  vol.  ziz,  pp.  100-108. 
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previously  occurred  in  the  history  of  maritime  c(»mnerce  — 
the  consequence  of  new  principles  of  national  law,  introduced 
offensively  or  defensively  by  the  belligerent  powers  —  gave 
an  imparalleled  harvest  to  the  bar  of  Philadelphia.  No  per- 
sons are  bound  to  speak  better  of  Bonaparte  than  the  bar  of 
this  city.  He  was,  it  is  true,  a  great  buccaneer,  and  the  British 
followed  his  example  with  great  spirit  and  fidelity,  but  what 
distinguished  him  and  his  imitators  from  the  pirates  of  former 
dajrs  was  the  felicitous  manner  in  which  he  first,  and  they 
afterwards,  resolved  every  piracy  into  some  principle  of  the 
law  of  nations,  newly  discovered  or  made  necessary  by  new 
events;  thus  covering  or  attempting  to  cover  the  stolen  prop- 
erty by  the  veil  of  the  law.  Had  he  stolen  it  and  called  it  a 
theft,  not  a  single  law  suit  could  have  grown  out  of  it.  The 
underwriters  must  have  paid,  and  have  been  ruined  at  once 
and  outright.  But  he  stole  from  neutrals  and  called  it  lawful 
prize;  and  this  led  to  such  a  crop  of  questions  as  nobody  but 
Bonaparte  was  capable  of  sowing  the  seeds  of.  For  while  he 
did  everything  that  was  abominable,  he  always  had  a  reason 
for  it,  and  kept  the  world  of  the  law  enquiring  how  one  of  his 
acts  and  his  reasons  for  it  bore  upon  the  policy  of  insurance, 
tmtil  some  new  event  occurred  to  make  all  that  they  had  pre- 
viously settled  of  little  or  no  application.  In  many  instances 
the  insurance  companies  got  off;  in  others,  tho  they  failed,  it 
was  after  a  protracted  campaign  in  which,  contrary  to  com- 
paigns  in  general,  they  acquired  strength  to  bear  their  defeat. 
In  the  mean  time,  both  in  victory  and  defeat,  and  very  much 
the  same  in  both  events,  the  lawyers  had  their  reward."  ^ 

It  is  hardly  necessary  to  remark  that  tho  Philadelphia  law- 
yers were  reaping  a  harvest  that  has  made  their  name  a  by- 
word for  shrewdness  and  success,  this  could  not  represent  a 
net  gain  to  the  community.  The  real  expansion  of  Phila- 
delphia lay  in  industrial  enterprise,  and  progress  in  this 
direction  appears  to  have  more  than  compensated  for  losses 
commercial. 

Manufactures  were  assuming  an  altogether  fresh  variety 
and  significance.  The  Philadelphia  Price  Current  devoted 

I  Charles  Ch»uiio«sr  BInney,  life  of  Honoe  Binney,  pp.  60, 61. 
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to  them  an  article  which  produced  a  local  sensation,  and 
which  the  editor  at  once  forwarded  to  Jefferson  ''to  prove  that 
by  the  Presidents  originating  partial  deprivations,  he  has 
ultimately  bestowed  on  his  country  inmiense  and  imperish- 
able benefits."  ^ 

The  enclosure,  which  must  have  given  keenest  satisfaction 
to  the  harassed  Jefferson,  is  not  quoted  here  because  of  its 
length.  But  the  long  list  of  Philadelphia  manufactiures  in- 
cludes carpets,  and  calicoes,  shawls,  and  bedspreads,  earthen- 
ware in  variety,  glassware,  soap,  lead  and  dbot,  and  a  wide 
range  of  chemicab. 

Files  of  the  Philadelphia  Aurora  show  that  manufactures 
in  iron,  weavers'  reeds,  several  kinds  of  cotton  cloth,  and 
Germantown  products  in  stockings,  socks,  gloves,  hosiery,  and 
cotton  and  woolen  yam  were  all  contributing  to  American 
self  HBfufficiency  and  to  the  enrichment  of  their  entrepreneurs. 

It  is  thus  apparent  that  Philadelphia  prosperity  in  1808  was 
not  a  mere  shifting  of  wealth  from  merchants  to  their  lawyers, 
but  a  genuine  progress,  resting  upon  an  active  and  diversified 
industrial  basis.  As  Charles  Jared  IngersoU  summarized  it, 
''Who  that  walks  the  streets  of  Philadelphia  and  sees,  not- 
withstanding a  twelve  months  stagnation  of  trade,  several 
hundred  substantial  and  elegant  houses  building,  and  the 
labouring  community  employed  at  good  wages,  who  reads  at 
every  comer  advertisements  for  workmen  for  factories  of 
gjlass,  of  shot,  of  arms,  of  hosiery  and  coarse  cloths,  of  pottery 
and  many  other  goods  and  wares;  who  finds  that  within  the 
last  year  rents  have  risen  one-third,  and  that  houses  are 
hardly  to  be  had  at  these  prices;  that  land  is  worth,  as  Mr. 
Brougham  observes,  much  more  than  it  is  in  Middlesex;  in  a 
word,  who  perceives,  wherever  he  goes,  the  bustie  of  industry 
and  the  smile  of  content;  who,  under  such  circumstances,  that 
18  not  too  stupid  to  perceive,  and  too  prejudiced  to  believe 
when  he  does  perceive,  can  doubt  the  solid  capital  of  this 
country?  "  * 

i  Jdr«noiil*n  MSS.,  libnry  of  CongrcM«  Editor  of  FhUaddphia  Frico  Canont  to 
UBmnon,  November  7, 1808. 

•  CharlM  Jmred  Incertoll,  A  View  of  the  Richts  uod  Wroofi,  Power  and  PoUoy  of 
the  United  Statee  of  Amerioa,  p.  49  (publiahed  1808). 
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Nicholas  Biddle,  also,  tho  he  has  less  to  say  about  the  em- 
bargo and  its  effects  than  one  would  expect  from  so  important 
a  man  of  affairs,  confirms  IngersoU's  estimate  of  Philadelphia 
prosperity.  Writing  to  a  friend  in  Paris,  he  says,  ''You  would 
scarcely  recognize  Philadelphia,  so  much  has  it  grown  and 
improved.  Among  your  former  acquaintances,  Cadwalader  is 
alwajrs  here  and  prospering.  His  wife  has  just  presented  him 
with  a  third  child.  Chaimcey  is  making  a  fine  fortune,  and 
surely  no  one  deserves  it  more  than  he.  As  for  politics,  our 
actual  position  is  not  the  most  agreeable.  The  embargo 
presses  heavily  on  the  people,  but  it  has  been  put  in  execution 
without  difficulty,  and  as  the  people  is  very  sane,  the  session 
of  Congress  soon  to  meet  will  be  peaceably  awaited.  In  spite 
of  this  the  embargo  appears  to  have  wrought  some  change  in 
New  England,  where  the  elections  have  terminated  in  favor  of 
the  Federalists.  There  is  even  an  appearance  .  .  .  that  the 
Government  of  the  United  States  will  pass  once  more  into  the 
control  of  the  Federalist  Party,  or  at  least  that  the  embargo 
will  be  raised  before  very  long.  In  all  these  matters  I  do  not 
mingle.  After  my  long  absence,  it  is  impossible  to  become  a 
very  zealous  partisan,  and  I  am  occupying  myself  with  my 
profession."  ^ 

Interesting  testimony  this  is  to  the  possibility  of  living  in 
1808  without  worrying  over  the  embargo,  its  wisdom,  or  its 
consequences,  tho  no  Philadelphian  could  quite  ignore  the 
prosperity  his  own  city  was  harvesting. 

If  confirmation  of  these  estimates  of  Ingersoll  and  Biddle  is 
needed,  it  is  to  be  found  in  a  conmiunication  of  William  Short, 
a  friend  of  Jefferson,  to  the  President.  Short  possessed  a 
handsome  fortune,  and  like  Biddle,  would  have  seen  little  to 
recommend  in  the  embargo,  had  it  proved  as  generally 
ruinous  as  its  enemies  alleged.  He  writes,  "And  this  City 
(Philadelphia)  has  really  acted  as  the  government  could  wish 
on  the  subject  of  the  embargo  —  I  speak  of  those  who  are 
considered  as  of  opposition  politics  &  who  are  numerous  — 
They  frequently  &  publicly  speak  their  determination  to  sup- 

>  Nicholas  Biddle  Papen,  library  of  Coogrwi,  toI.  i«  177fr-1800;  Nicholas  Biddle 
to  M.  de  la  Grange,  September  26, 1806. 
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port  it,  &  if  on  a  jury  to  punish  with  rigor  the  violators  of  it. 
I  have  more  than  once  heard  it  affirmed  &  not  contradicted, 
that  if  the  merchants  of  this  City  were  assembled ;  confined  to 
Federalists  alone,  nine  out  of  ten  would  approve  the  embargo, 
&  of  the  Tenth  disapproving,  most  of  them  would  be  men 
without  capital."  ^ 

In  Philadelphia,  as  elsewhere,  the  ruin  of  powerful  com- 
mercial interests  brought  a  real  and  somewhat  widespread 
distress.  But  in  Philadelphia,  much  more  than  in  many  other 
localities  subject  to  similar  commercial  losses,  men  foimd 
compensation,  and  frequently  much  more  than  compensation 
in  the  develoment  of  a  large  scale  industrialism.  On  this 
basis  was  reared  the  superstructure  of  building  operations 
which  made  Philadelphia  the  wonder  of  the  times,  and  at 
least  one  great  commercial  city  toward  which  Jefferson  could 
point  for  the  vindication  of  his  qrstem. 

Louis  Mabtin  Skabs. 

PUBDUB  UnIYEBSITT. 


>  Jdrenonimn  MSS.,  Ubrary  of  ConcraM.  Willbun  Sliort  to  Jdrcnoo,  Aufwt  97, 
1808. 
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present  law:  invested  capital,  376.  —  The  Excess  Profits  Credit,  380.  — 
Tlie  Personal  Equation,  384.  —  Borrowed  dental,  385.  —  IV.  Can  the 
tax  be  perfected?  Administrative  discretion,  386.  —  Pre-war  profits, 
888.  —  True  normal  deduction,  380.  —  Scope  of  the  tax,  300.  —  Future 
of  the  tax,  302. 

''We  have  found  the  main  sources/'  said  President 
Wilson  in  his  message  to  Congress  of  May  20, 1919,  re- 
ferring to  federal  taxation,  ''from  which  it  must  be 
drawn.  I  take  it  for  granted  that  its  mainstays  will 
henceforth  be  the  income  tax,  the  excess  profits  tax, 
and  the  estate  tax.  All  these  can  so  be  adjusted  to  yield 
constant  and  adequate  returns  and  yet  not  constitute  a 
too  grievous  burden  on  the  taxpayer.  .  .  .  The  excess 
profits  tax  need  not  long  be  maintained  at  the  rates 
which  were  necessary  while  the  enormous  expenses  of 
the  war  had  to  be  borne,  but  it  should  be  made  the  basis 
of  a  permanent  tax  system  which  will  reach  imdue 
profits  without  discouraging  the  enterprise  and  activity 
of  our  business  men." 

80S 
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Theory  and  Practise  op  the  Excess 

Profits  Tax 

The  thought  that  the  excess  profits  tax  should  be  so 
formulated  as  to  be  available  if  necessary  for  permanent 
post-war  use  has  profoundly  influenced  American  legis- 
lation  on  this  subject  from  its  beginning.  When  in 
response  to  a  worldwide  concurrence  of  fiscal  need  and 
feeling  the  munition  manufacturer's  tax  of  September  8, 
1916  was  expanded  into  the  excess  profits  tax  of  March 
3,  1917,  the  latter  was  modeled  on  the  Canadian  rather 
than  the  British  plan.  It  assumed,  or  started  with,  a 
principal  deduction,  called  now  in  the  statute  ^Hhe 
excess  profits  credit"  and  referred  to  here  as  the  "nor- 
mal deduction"  or  "normal  return."  But  those  who 
framed  the  American  tax  of  March  3,  1917  consciously 
selected  a  normal  (or  what  they  believed  to  be  a  "noi^ 
mal")  deduction  equal  to  8  per  cent  of  the  invested 
capital,  rather  than  a  deduction  based  upon  pre-war 
profits;  because  the  former  could  serve  as  the  basis  of  a 
permanent  tax,  while  the  latter  could  not.  And  in  the 
later  contests  between  the  excess  profits  and  war  profits 
principles  the  leading  advocates  of  the  excess  profits 
principle  were  profoundly  influenced  by  the  desire  to 
keep  the  profits  tax  in  such  shape  that  if  necessary  it 
could  be  permanently  retained.  Conversely  much  of  the 
most  vehement  opposition  to  the  excess  profits  taxation 
had  its  source  in  the  fear  that  such  tax  would  be  foisted 
permanently  upon  the  country. 

This  is,  of  course,  not  the  whole  story .^  The  signal 
victory  of  the  adherents  of  the  excess  profits  principle 

1  The  story  up  to  Mid  indudinc  the  adoption  of  the  revenue  act  of  October  8, 1917, 
has  been  suocintly  and  oorreetly  told  in  *'  The  War  Tax  Act  of  1917/'  by  F.  W.  Tauiic, 
Quarterly  Journal  of  Eoonomine,  November,  1917,  vol.  aodii,  pp.  27-87,  in  partioular. 
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was  principally  due,  perhaps,  to  the  feeling  that  im- 
munity from  taxation  during  the  war  should  not  be 
granted  to  a  corporation  simply  because  it  had  been 
prosperous  and  successful  before  the  war.  A  majority 
of  those  who  took  this  view  entertained  no  deep  design 
to  perpetuate  the  excess  profits  tax.  But  the  leading 
adherents  of  the  excess  profits  principle,  and  the  chair- 
man of  the  Committee  on  Ways  and  Means  in  partic- 
ular, were  consciously  animated  by  the  feeling  that  in 
this  principle  the  basis  for  a  great  and  new  permanent 
tax  had  been  f  oimd,  and  that  it  was  important  to  keep  it 
alive  and  ready  for  permanent  service. 

This  conception  of  the  tax  is  not  lightly  to  be  dis- 
missed. It  is  neither  new,  revolutionary  nor  necessarily 
radical.  Early  in  the  year  1863,^  the  state  of  Georgia 
adopted  a  tax  on  profits  graduated  in  accordance  with 
the  ratio  between  profits  and  invested  capital;  and 
shortly  thereafter  —  by  a  law  approved  December  14, 
1863  —  modified  and  extended  the  tax  so  as  to  make  it 
practically  an  excess  profits  tax,  applicable  to  profits  in 
excess  of  8  per  cent  of  the  capital  stock,  at  rates  from  5 
to  25  per  cent,  varying  with  the  amoimt  of  such  excess 
profits.  In  the  first  decade  of  the  present  century,  H.  C. 
Adams  repeatedly  endorsed  a  charge  or  tax  of  this 
general  nature  on  differential  profit  as  a  necessary  ac- 
companiment of  rate  regulation.^  When  in  1911  the 
state  of  Wisconsin,  in  adopting  a  general  income  tax, 
was  confronted  with  the  problem  of  equalizing  the  in- 
come tax  on  corporations  with  an  ordinary  progressive 
income  tax  applied  to  individuals  and  partnerships,  it 
based  the  corporation  rate  upon  the  relation  between 

1  PoMiUy  in  1862.  See  Kennan,  Income  Taxation,  p.  213;  Kinmnan, "  The  Income 
Tki  in  the  Commonwealths  of  the  United  Statea,'*  Pub.  Am.  Eoon.  Abbl,  8d 
Mrici.  YoL  ir,  pp.  08-06. 

*  TUa,  at  least,  was  the  imprewion  that  Profeeaor  Adama'  propoaala  made  iq>on  tha 
viHar.  See  Fob.  Am.  Eoon.  Asbl,  8d  aeriea,  toL  vi,  p^  61-66,  and  toL  ii.  pp.  lOO-lOA. 
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the  taxable  income  of  the  corporation  and  the  value 
(assessed  value  for  purposes  of  taxation)  of  its  property 
used  and  employed  in  the  acquisition  of  such  income. 
The  kingdom  of  Norway,  also,  before  the  appearance  of 
war  excess  profits  taxes,  adopted  a  corporation  income 
tax  in  which  the  rate  was  graduated  in  accordance  with 
the  rate  of  earnings  upon  the  capital  of  the  corporation. 

Here,  in  the  writer's  opinion,  are  the  true  precursors, 
or  a  few  of  them,  of  the  excess  profits  tax  as  a  permanent 
tax.  That  the  tax  could  be  used  to  punish  the  profiteer, 
check  monopoly  and  ^'penalize  success"  were  largdy 
the  incidental  and  more  or  less  irrelevant  exaggerations 
which  usually  accompany  fiscal  proposals  of  this  nature 
in  a  democracy.  The  real  possibility  or  promise  which 
the  permanent  excess  profits  tax  held  out  was  the  solu- 
tion of  the  perplexing  problem  of  adapting  the  progres- 
sive income  tax  to  business  concerns.  It  is  mmecessaty 
at  this  place  to  prove  by  reference  to  financial  histoiy 
anid  comparative  legislation  that  business  inevitably 
will  be  taxed  and  that  the  proper  treatment  of  business 
under  an  income  tax  offers  a  peculiarly  difficult  problem 
which  must  be  solved.^  The  excess  profits  tax  held  out, 
in  theory  at  least,  a  particularly  promising  and  attrac- 
tive solution. 

Assuming  the  possibility  of  determining  normal  profits 
—  the  profits  necessary  to  elicit  a  normal  amoxmt  of  in- 
vestment — the  plan  proposes  to  impose  business  taxes 
largely  on  gains  in  excess  of  this  normal  return.  Recog- 
nizing that  taxes  on  gross  income  or  even  on  net  income 
are  likely  to  be  shifted  in  whole  or  in  part  (particularly 
when  there  is  a  large  volume  of  taxf ree  securities  out- 
standing), it  aims  to  avoid  such  shifting  by  confining  the 
tax  to  differential  or  surplus  income.  Its  principal  pur- 

1  See  T.  8.  Ademe,  "Taatation  of  Biuinaii,'*  Ftooeedlngi  of  the  11th  AnnuU  Oott- 
ferenoe  under  the  Auepioee  of  the  Netioiud  Tte  Aeeooiatioii.  pp.  185-lM. 
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pose  is  to  avoid  or  minimize  the  repressive  effects  of 
inevitable  taxes  on  business.  It  is  in  keeping  with  the 
best  and  latest  theories  of  incidence  and  shifting.  It 
aims  at  windfalls,  the  fruits  of  chance  and  luck,  monop- 
oly gains,  war  profits  and  the  like;  not  to  satisfy  enmity 
and  revenge  but  to  shield  the  ordinary  profits  of  the 
ordinary  business  man,  to  protect  the  consumer,  and  to 
encourage  investment.  It  offers  a  justification  for  —  or 
at  least  a  partial  corrective  of  the  evils  resulting  from  — ' 
shipping  boxmties,  customs  duties,  and  similar  grants  of 
state  aid,  by  providing  that  in  case  such  assistance  re- 
sults in  abnormal  profits  to  private  industry,  these 
profits  shall  be  shared  with  the  government.  It  would 
furnish,  if  it  could  be  satisfactorily  applied,  a  strong 
alignment  against  government  ownership,  by  making  the 
state  a  partner  in  private  business,  sharing  its  abnor- 
mal (i.  e.,  its  mmecessary)  gains,  but  not  assuming  the 
risks  and  responsibilities  of  active  participation  in  the 
management. 

As  pointed  out  several  years  ago  by  Henry  C.  Adams,  such  a  tax 
fits  in  harmoniously  with  the  policy  of  rate  regulation  or  price  regu- 
lation. We  shall  probably  have  more  of  such  regulation  as  time  goes 
on;  and  this  regulation  must,  in  all  probability,  be  accomplished 
thiou{^  general  rules  which,  adapted  to  the  less  favorably  situated 
producers,  yield  excessive  returns  to  the  more  favorably  situated 
producers.  Under  such  circumstances,  a  tax  upon  excess  profits 
makes  the  results  of  price  regulations  more  equitable  and  more 
attnu^e.  Some  such  device  as  this  would  appear  to  promote  in- 
dividualism and  private  industry.  Not  only  land  sites,  as  Henry 
George  emphasises,  but  other  conmiercial  and  industrial  oppor- 
tumtaee  difiFer  enormously.  We  cannot  give  to  each  industry  the 
same  opportunitiee  of  location,  proximity  to  markets,  good  shipping 
facilitiee,  good  credit  institutions  and  good  government;  but  we  can 
make  inequalities  a  little  less  by  imposing  a  tax  upon  the  difiFerential 
product  —  upon  excess  profits.  Conceivably  then,  the  excess  profits 
tax  may  assist  materially  to  promote  that  equality  of  opportunity 
wfaieh  is  as  necessary  to  good  business  as  to  good  citizenship.^ 

1  T.  8.  AdaxoM,  "Principle  of  EzoeM  Profits  Tftxatioii,"  Aimab  of  the  Amerleui 
AmdmBsj  of  Potttkia  Mid  Sodal  Sdoiee,  Publioatkm  No.  1178.  pi>.  0, 10. 
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Included  among  those  who  champion  the  excess  profits 
tax  are  doubtless  some  who  would  keep  it  for  a  time  in 
the  hope  of  harassing  and  ultimately  suppressing  private 
business.  But  most  of  those  who  spoke  and  thought  of 
the  possible  perpetuation  of  the  tax  did  so  to  save  and 
not  to  destroy  private  business;  to  make  the  taxation  of 
business  less  and  not  more  repressive;  to  harmonize  the 
taxation  of  business  income  with  the  taxation  of  per- 
sonal income.  Business  itself  will  recognize  in  the  next 
few  years,  if  the  excess  profits  tax  be  replaced  with 
either  a  flat  income  tax  or  a  sales  tax,  the  great  practical 
virtues  of  a  tax  which  shields  from  taxation  even  im- 
perfectly a  supposedly  normal  amount  of  profit.  It  is  no 
accident  that  the  tax  has  been  prolonged  in  Great  Brit- 
ain in  order  to  prevent  a  levy  upon  capital  and  war- 
made  wealth.  It  is  not  by  lack  of  thought  or  through 
design  upon  private  enterprise  that  men  like  Otto  H. 
Eahn  and  E.  R.  A.  Seligman  have  declared  that  the 
general  aim  and  theoiy  of  the  excess  profits  tax  are 
sound. 

Such,  roughly,  in  the  writer's  conception  at  least 
would  be  the  rationale  and  general  function  of  the  per- 
manent excess  profits  tax.  In  short,  as  I  have  stated 
elsewhere,  it  would  represent  the  share  of  the  state  in  the 
supernormal  success  of  business  enterprise.  It  would 
take  rough  toll  for  the  facilities,  aid  and  environment 
offered  by  the  community.  It  would  be,  so  far  as  the 
federal  government  is  concerned,  its  expression  of  a 
graduated  net  income  tax  upon  business.^  But  the  tax 
has  now  been  in  force  in  this  country  for  more  than  three 
years,  during  which  it  has  received  an  amount  and  kind 
of  study  which  probably  never  before  have  been  ac- 
corded an  American  tax,  with  the  possible  exception  of 
the  general  income  tax  of  which  it  is  a  part.  What  are 

1  "TIm  Taxation  of  BusinMB,'*  loo.  dt.,  p.  191. 
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the  teachings  of  this  experience  upon  the  important 
question,  "Shall  the  excess  profits  tax  be  repealed?*' 
and  upon  the  equally  important,  if  less  pressing  ques- 
tion, "Is  it  fitted  to  serve  now  or  in  the  future  as  a 
permanent  tax?" 

II 
Reasons  for  Immediate  Repeal 

The  reasons  for  the  immediate  repeal  of  the  excess 
profits  tax  seem  to  be  convincing,  even  in  that  calm  and 
long  view  which  in  this  domain  of  thought  represents 
the  scientific  as  distinguished  from  the  popular  view. 
Even  those  who  believe  that  the  excess  profits  tax  may 
at  some  future  date  properly  and  profitably  be  rein-  i 
stated  should  cooperate,  I  believe,  in  its  temporary 
withdrawal. 

1.  Prevailing  opinion  is  worthy  of  note.  To  the 
critics  who  opposed  the  tax  from  the  beginning  must 
now  be  added  a  large  number,  probably  a  majority,  of 
the  economists  and  practically  all  of  the  treasury  or 
administrative  authorities,  most  of  whom  were  in  the 
beginning  predisposed  to  favor  the  tax.  Even  more 
significant  is  the  practically  unanimous  sentiment  for 
repeal  among  business  men.  This  cannot  be  ascribed  to 
selfishness.  The  productivity  of  the  tax  is  diminishing 
rapidly,  and  the  law  promises  to  become  in  the  near 
future  "a  statute  of  exemptions  rather  than  a  revenue  ^ 
producer."  The  business  man  is  well  aware  of  this. 
Nevertheless  he  works  for  its  repeal.  This  is  partly 
because  of  fear  of  what  it  may  become  in  the  future. 
But  it  is  ascribable  in  the  main  to  resentment  at  its  ^ 
intricacy  and  capricious  inequaUties.  An  able  com- 
mittee of  the  National  Industrial  Conference  Board,  rep- 
resenting the  most  important  business  interests  in  the 
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coxintiy,  after  months  of  study  of  the  question,  recom- 
mends that  the  excess  profits  tax  be  replaced  by  an 
additional  tax  on  corporation  income  not  to  exceed  6 
per  cent/  making  the  total  income  tax  on  corporations 
16  per  cent.  To  most  corporations,  in  the  next  few 
years,  a  6  per  cent  additional  income  tax  would  repre- 
sent a  heavier  contribution  than  an  excess  profits  tax 
on  the  present  basis.  Under  such  circumstances,  the 
deliberate  decisions  of  business  men  who  have  had  in- 
timate experience  with  the  tax  as  it  actually  works 
deserve  the  most  respectful  consideration. 

2.  Passing  from  opinion  to  fxmdamental  causes,  I 
find  the  deepest  reason  for  the  repeal  of  the  excess  profits 
tax  in  the  conviction  that  its  continuance  would  en- 

4^danger  the  life  of  the  income  tax  itself.  No  federal  ad- 
ministration, in  my  opinion,  is  capable  diuing  the  next 
five  or  six  years  of  canying  with  even  moderate  success 
two  such  burdens  as  the  income  tax  and  the  excess 
profits  tax.  A  lengthy  campaign  of  education,  research 
and  reform  on  the  part  of  the  taxpayer,  the  tax  gatherer. 
Congress,  the  courts  and  the  experts,  including  econ- 
omists, must  be  carried  on,  not  only  before  the  instal- 
lation of  a  permanent  excess  profits  tax  would  be 
justifiable,  but  even  before  the  practical  right  of  the 
income  tax  to  endure  can  be  assured. 

A  successfully  administered  income  tax  I  believe  to 
be  an  essential  part  of  financial  democracy.  Personally, 

j^  therefore,  I  should  regard  its  breakdown  as  something  in 
the  nature  of  a  political  tragedy.  Looking  at  the  matter 
impersonally  and  historically,  it  seems  inevitable  that 
the  income  tax  shall  fill  an  important,  if  not  the  prin- 

^  dpal,  part  in  our  system  of  federal  finance.  We  must 
succeed  with  it.  If  it  breaks  down  and  is  withdrawn,  it 

1  Nottoapplyto*'piiblieatitttktiiibjeettor«caliitkm.''  Baports  of  th«  Natioua 
Indiatrial  Cooimmee  Board,  BpmUX  Nnmbor  18,  DMembw.  1820,  pp.  0, 4A-45, 
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will  in  time  be  restored.  The  time  element  iisinni^ortant. 
It  is  desirable  to  save  the  generation  or  two  that  would 
be  lost  in  trying  out  substitutes  and  returning  to  the 
inevitable  path  of  development  if  the  income  tax  be,  as 
it  is  in  real  danger  of  being,  discredited-  and  discarded. 
To  avert  that,  it  is  essential  that  we  learn  the  rudiments 
of  the  game  —  the  proper  application  of  the  ordinary 
graduated  income  tax  —  before  we  attempt  its  more 
difficult  applications. 

3.  As  a  matter  of  fact,  it  seems  to  be  beyond  doubt 
that  the  administration  of  these  two  taxes  is  in  danger 
of  collapse.  The  Secretary  of  the  Treasury  describes  the 
complexity  of  the  present  law  as  '^  clogging  the  admin-  IK 
istrative  machinery,  and  threatening,  indeed,  its  possible 
breakdown."  ^  The  present  Commissioner  of  Internal 
Revenue,  and  his  predecessor,  D.  C.  Roper,  agree  that 
the  administrative  burden  must  be  reduced  if  disaster  is 
to  be  avoided.  Mr.  J.  E.  Sterrett,  who  from  his  expe- 
rience both  within  and  without  the  Treasury  Depart- 
ment speaks  upon  this  subject  with  unusual  authority, 
says  of  this  tax:  ^'I  am  satisfied  from  my  knowledge  of 
conditions  in  Washington  that  its  administration  ianf 
practically  collapsing."  ^  It  seems  unnecessary  to  heap 
up  evidence  to  establish  this  fact.  It  finds  ultimate  ex- 
pression in  the  probability  that  the  larger  and  more 
important  returns  under  the  Revenue  Act  of  1917  will 
not  be  finally  audited  and  settled  by  March  1,  1921, 
three  years  after  these  returns  were  filed. 

Why  not  improve  the  administration?  The  reply  is 
that  it  will  take  years  to  improve  it.  The  intricacy  of 
the  excess  profits  tax  is  such  that  it  h  hardly  an  exag- 
geration to  say  that  it  takes  more  time  to  teach  an 
accoimtant  to  master  its  mysteries  than  the  average 

1  AnniiAl  Report  of  Secratory  of  th«  Treasuiy ,  1990,  p.  80. 
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accountant  can  be  retained  in  the  service  after  he  has 
attained  such  mastery.  Many  experts  or  consultants  in 
private  practice  make  from  twenty-five  to  sixty  thou- 
sand dollars  a  year,  or  more;  and  the  public  experts  are 
constantly  resigning  to  enter  private  practice.  Among 
the  "key  men"  in  the  Bureau  of  Internal  Revenue,  the 
turnover  or  resignations  have  frequently  been  at  the 
rate  of  more  than  100  per  cent  a  year.  Tradition,  back- 
groimd  and  continuity  of  doctrine  are  sacrificed.  The 
constant  shift  of  ruling  and  doctrine  against  which  tax- 
payer's so  justly  complain  is  explamed  in  large  degree  by 
the  incessant  change  among  the  men  who  make  the 
A  more  important  rulings.  In  the  higher  positions  it  is 
practically  true  to  say  that  nearly  all  of  the  best  officials 
enter  the  service  in  the  expectation  of  acquiring  a  tech- 
nical education  and  then  leaving  for  private  practice. 
Here  is  a  fundamental  weakness  of  American  govern- 
ment which  has  worried  the  best  minds  of  the  nation 
since  the  time  of  George  Washington.  Until  it  is  solved, 
so  far  as  the  Treasury  Department  is  concerned  at 
least,  the  income  tax  will  be  in  jeopardy  and  the  proper 
V  administration  of  the  excess  profits  tax  will  be  obviously 
impossible.  More  elastic  salary  arrangements  would  go 
far  to  meet  the  difficulty,  but  salary  adjustment  can 
solve  only  part  of  the  problem.  PubUc  careers  must  be 
made  for  the  experts  in  question ;  their  official  positions 
must  be  dignified  and  assured  before  the  federal  govern- 
ment can  successfully  attempt  to  administer  the  most 
difficult  forms  of  direct  taxation.  A  cure  will  require 
time,  much  time.  Ten  years  would  be  a  radically  short 
estimate  of  the  time  required  in  which  to  bring  the  tax- 
payers and  the  administrative  authorities  of  the  country 
to  a  point  where  the  excess  profits  tax  could  be  reason- 
ably well  enforced. 
This  is  not  the  place  to  diagnose  in  detail  the  admin- 
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istrative  trouble  with  which  we  suflfer.  It  is  sufficient  to 
point  out  here  that  the  roots  of  the  disease  lie  deep  in  the 
American  system  of  government,  deeper  even  than  the 
comparatively  superficial  source  of  infection  found  in 
the  fact  that  Congress  deliberately  insists  on  keeping 
the  collectors  of  internal  revenue  and  their  immediate 
appointees,  who  constitute  about  one-third  of  the  18,440 
employees  of  the  Bureau  of  Internal  Revenue,  outside 
the  requirements  of  the  civil  service  rules.  The  trouble 
is  intensified  and  partially  explained  by  the  high  adminis- 
trative ideals  which  the  Internal  Revenue  Bureau  enter- 
tains. It  aims  to  find  the  same  and  the  correct  answer  to 
each  of  the  thousands  of  intricate  legal  and  accounting 
questions  which  arise  in  the  application  of  the  tax  laws. 
In  Great  Britain,  according  to  Professor  Haig,  much 
greater  administrative  elasticity  obtains.  The  adminis- 
tration is  far  more  decentralized  and  much  greater  dis- 
cretion is  given  both  the  lower  and  higher  officials. 

In  the  case  of  the  Excess  Profits  Duty  particularly,  with  its  hij^ 
rates  and  its  many  opportunities  for  disagreement,  it  has  been  con- 
sidered wise  to  conduct  the  administration  along  broad  lines.  The 
assessors  have  not  failed  to  utilize  their  administrative  discretion. 
As  one  of  them  remarked :  "We  wipe  off  £20,000  one  way  or  another 
as  though  it  were  a  half-penny."  The  Board  of  Inland  Revenue  has 
specifically  said  to  the  local  surveyors  that  "owing  to  the  present 
high  rates  of  taxation"  they  desired  "that  in  doubtful  cases  the 
allowances  granted  in  calculating  Excess  Profits  Duty  should  err  on 
the  side  of  generosity  rather  than  otherwise.^ 

We  have  only  to  think  of  what  has  happened  in  the 
administration  of  the  American  property  tax,  to  appre- 
ciate how  impossible  it  would  be  to  confer  upon  sub- 
ordinate tax  officials  the  discretionary  authority  which 
according  to  Professor  Haig  has  proved  so  salutary  in 
Great  Britain.  We  must  have  far  more  administrative 
decentralization  in  this  country.    Our  federal  direct 

1  Hftic  "The  Tuation  of  Exceai  Profits  in  Qnat  Bxitein,"  Am.  Eeon.  Rertev, 
ToL  z,  No.  4,  SuppL,  p.  97. 
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taxes  cannot  be  successfully  administered  until  the  tax 
officials  are  invested  with  more  discretion  than  is  now 
accorded  to  them.  But  no  such  Utopia  can  be  reached 
here  until  we  have  a  body  of  officials  and  a  body  of  tax- 
payers skilled  by  decades  of  practice  in  the  finer  points  of 
income  and  profits  accoxmting,  until  Congress  revolu- 
tionizes its  attitude  toward  administrative  discretion, 
until  the  collectors  of  internal  revenue  and  their  inmie- 
diate  appointees  are  brought  imder  civil  service  rules, 
and  until  we  have  rid  oiu*selves  of  some  of  the  meticulous 
legalism  which  leaves  each  minute  point  practically  un- 
settled until  it  has  been  formally  decided  by  a  coiut  of 
law.  The  ultimate  source  of  American  administrative 
weakness  is  f  oimd  not  so  much  in  Congress  or  the  execu- 
tive department  as  in  our  legalistic  traditions  and  our 
system  of  government. 

4.  Invested  capital  is  chiefly  responsible  for  the  ad- 
ministrative burden  created  by  the  excess  profits  tax. 
Professor  David  Friday  ^  and  others  have  pointed  out 
that  the  invested  capital  for  the  years  1917-20  must  be 
determined  whether  the  tax  be  repealed  or  not,  and  that 
the  computation  having  been  made  for  one  year,  it  will 
be  easy  to  keep  it  up  to  date.  This  might  seem  a  con- 
clusive reply  to  the  argument  for  repeal  based  upon 
administrative  burden;  but  two  considerations  to  my 
mind  invalidate  it  altogether. 

'i  The  first  and  less  important  is  the  truth  that  if  the 
excess  profits  tax  be  soxmd,  it  should  be  applied  to 
individuals  (at  least  those  in  business)  as  well  as  to 
corporations.  An  effort  to  do  this  was  made  in  the 
Revenue  Act  of  1917.  It  was  unsuccessful.  To  differen- 
tiate business  capital  and  income  from  the  general 
wealth  and  income  of  the  typical  well-to-do  American, 
with  his  mixed  investments  and  many  activities,  is 

»  PMifitttWafM  and  PriflM.  19.190, 101. 
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beyond  our  present  administrative  powers.  It  is  hard  to 
believe  that  the  similar  problem  is  handled  with  real 
success  in  Great  Britain  where,  according  to  Professor 
Haig,  ''about  60,000''  assessments^  of  excess  profits 
duty  and  mxmitions  levy  were  made  in  1917  as  con- 
trasted with  34,048 '  individuals,  17,475  partnerships, 
and  142,619  corporations  making  returns  for  excess 
profits  tax  in  this  coxmtry  xmder  the  law  of  1917.  But, 
however  that  may  be,  it  is  altogether  clear  that  such  a 
task  could  not  now  be  successfully  performed  in  the 
United  States. 

In  this  country  the  excess  profits  tax  on  corporations 
now  serves  as  a  rough  equivalent  for  the  income  sur- 
taxes as  applied  to  the  reinvested  or  undistributed 
income  of  sole  proprietors  and  partnerships.  The  plan 
is  not  devoid  of  rough  justice.  But  no  true  equilibrium 
is  reached.  The  excess  profits  tax  compensates  for  or 
balances  the  surtaxes  so  imperfectly  that  already  Con- 
gress recognizes  as  one  of  its  chief  tasks  such  a  modifica- 
tion of  the  income  tax  as  will  make  that  tax  apply 
equally  to  incorporated  and  imincorporated  business 
concerns.  That  problem  is  difficult  enough.  Pending  its 
solution  the  excess  profits  tax  principle  may  profitably 
be  held  in  abeyance  for  study  and  consideration.  Fur- 
ihermore,  a  supplementary  income  tax  on  corporations 
fairly  designed  to  serve  as  an  equivalent  for  the  surtaxes 
applied  to  other  taxpayers  would  probably  yield  in  the  next 
few  years  a  larger  reveriv^  than  (he  excess  profits  tax.  This 
trut];i  it  seems  to  me  clinches  the  practical  argument  for 
the  retirement  of  the  excess  profits  tax. 

The  second  consideration  referred  to  is  the  fact  that 
the  concept  of  invested  capital  and  the  use  made  of  it 
in  the  existing  excess  profits  tax  are  wrong.   Because 

1  Loe.  dt.,  p.  06. 

*  Not  inftliKJing  tboM  anened  for  the  •o-oaOad  8  ptr  ewi  eseta  profttetaxundv 
SeetioD  aOO.  B«yenQ6  Aot  of  1017. 
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ihey  are  wrong,  the  tax  results  in  fundamental  and 
necessary  inequalities  which  make  the  assessments  for 
1917-20  of  little  asdstance  in  providing  a  sound  basis 
for  a  permanent  tax.  The  problem  is  not  nearing  its 
practical  solution.  On  the  contrary  we  have  not  yet 
found  a  sound  theoretical  basis  for  the  tax.  These, 
however,  are  fimdamental  criticisms  which  need  the 
support  of  more  lengthy  analysis. 

Ill 
Theory  op  the  Present  Law 

Invested  Capital.  The  essence  of  the  present  law  is  the 
determination  of  the  normal  deduction  as  a  percentage 
of  invested  capital.  Invested  capital  is  defined  on  a 
strict  historical  or  cost  basis.  In  terms  the  corporation 
is  required  to  go  back  to  the  original  investment  and 
start  with  the  cash  or  property  paid  in  for  stock;  and 
strict  limitations  —  in  the  case  of  intangible  property, 
rigid  and  arbitrary  limitations  —  are  imposed  for  the 
purpose  of  neutralizing  any  overvaluations  of  assets 
which  may  have  taken  place  at  the  time  the  corpora- 
tion was  organized.  Any  writing  up  or  revaluation  of 
assets  thereafter  is  prohibited,  altho  of  course  in  com- 
puting the  earned  surplus  included  as  part  of  the  in- 
vested capital  it  is  necessary,  theoretically  at  least,  to 
check  or  otherwise  establish  the  accuracy  of  the  depre- 
ciation, depletion,  and  profit  and  loss  accounts  from  the 
beginning. 

Intangible  assets  built  up  by  expenditures  deducted 
as  current  expense  or  developed  along  with  the  estab- 
lishment of  a  successful  business  are  not  recognized  in 
general;  and  to  prevent  their  recognition  through  re- 
organization it  is  provided  that  ''in  the  case  of  the  re- 
organization, consolidation,  or  change  of  ownership  of 
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a  trade  or  business,  or  change  or  ownership  of  property, 
after  March  3,  1917,  if  an  interest  or  control  in  such 
trade  or  business  or  property  of  50  per  centum  or  more 
remains  in  the  same  persons,  or  any  of  them,  then  no  a&- 
set  transferred  or  received  from  the  previous  owner  shall, 
for  the  purpose  of  determining  invested  capital,  be 
allowed  a  greater  value  than  would  have  been  allowed 
under  this  title  in  computing  the  invested  capital  of 
such  previous  owner  if  such  asset  had  not  been  so  trans- 
ferred or  received"  (Sec.  331,  Act  of  1918).  This  per- 
petuation of  the  stalica  quo  ante  March  3, 1917  holds  for 
the  purpose  of  computing  invested  capital,  even  tho  in 
general  the  gain  realized  in  such  reorganizations  — 
when  book  values  are  written  up  —  is  subjected  to  in- 
come tax  as  distinguished  from  excess  profits  tax.  On 
the  other  hand,  revaluation  of  assets  effected  through  re- 
organizations made  before  March  3,  1917  is  recognized 
in  computing  invested  capital,  provided  of  course  there 
was  a  legal  transfer  of  the  assets  from  an  old  to  a  new 
and  distinct  legal  entity.  Fortunate  the  corporation  that 
through  the  whim  of  fate  or  the  financial  ambition  of  its 
directors  or  court  decrees  reorganized  and  revalued  its 
assets  prior  to  March  3,  1917. 

No  adequate  discussion  of  the  technical  details  of  the 
invested  capital  formula  can  be  attempted  here.^ 
Enough  has  been  said  to  suggest  its  principal  defects. 
In  large  degree  the  invested  capital  of  a  corporation 
depends  upon  the  time  and  circumstances  of  its  legal 
birth,  upon  the  tone  of  its  financial  policy,  on  the  char- 
acter of  its  bookkeeping.  A  chance  reorganization  of  the 
most  artificial  kind  may  be  responsible  for  a  difference 
of  millions  in  its  taxes.  A  new  corporation  starts  with  a 
distinct  advantage  over  its  older  competitors  which 

1  8«e  Sections  326-331  of  the  Revenue  Act  of  1918;  and  Reculfttiona  46,  Arts.  811- 
941 ;  and  Form  1120. 
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have  been  conservatively  capitalized;  it  labors  under 
an  equal  disadvantage  in  competing  with  older  corpora- 
tions which  started  with  watered  stock  and  overvalued 
assets. 

The  fundamental  error  is  in  the  attempt  to  perpetuate 
original  investment  or  cost  values  (modified  of  course  by 
depreciation,  depletion  and  the  like).  The  attempt  is  in 
part  impractical.  In  the  case  of  the  oldest  corporations 
and  those,  like  the  larger  railroads,  which  represent  a 
combination  of  many  preexisting  corporations,  it  is 
literally  impossible  to  follow  the  letter  of  the  law;  and 
in  other  cases  —  through  formal  reorganizations,  statu- 
toiy  ^^affiliation,"  accumulation  of  depletion  reserves 
based  upon  permitted  revaluations  or  discovery  values, 
and  in  a  dozen  other  subtle  ways — the  living  fact  that 
investment  values  do  change  bursts  or  seeps  through 
the  dead  theory  of  the  law,  and  finds  half-suppressed 
recognition  in  the  invested  capital  of  at  least  some 
taxpayers.  And  where  the  attempt  is  not  impractical, 
it  is  frequently  imjust. 

This  finds  expression  and  illustration  in  the  fact  that 
men  frequently  buy  stock  of  a  corporation,  for  invest- 
ment and  not  for  speculation,  on  a  basis  wholly  dispro- 
portionate to  any  which  could  be  justified  by  the  original 
investment  —  or  the  statutory  invested  capital  of  the 
corporation.  Economically  such  stockholders  are  the 
true  owners  of  the  corporation.  They,  as  much  or  more 
than  the  corporation,  are  the  real  investors.  What  the 
original  investors  put  into  the  corporation  decades  or 
generations  back  is  or  should  be  immaterial.  The  in- 
vestment changes.  Writers  sometimes  contrast  present 
value  of  capital  with  original  or  invested  capital  and 
maintain  that  both  have  their  appropriate  and  proper 
uses.  Thus  it  is  frequently  held  that  the  present  value 
of  capital  should  be  used  for  property  taxation,  while 
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the  invested  capital  —  or  some  modification  thereof  — 
should  be  used  for  rate  regulation.  My  essential  point 
is  that  the  original  invested  capital  is  a  fictitious  and 
unreal  concept.  Given  enough  time,  the  investment 
must  and  does  change,  as  is  illustrated  by  the  fxmda- 
mental  treatment  of  land  values  required  by  the  ded- 
fflons  of  the  Supreme  Court  in  valuations  for  purposes  of 
rate  regulation. 

It  should  be  added,  however,  that  the  defects  of  the 
invested  capital  formula  are  easily  exaggerated.  The 
arbitrary  limitation  upon  the  values  of  intangible  assets 
originally  acquired  for  stock  f oxmd  in  Section  326  of  the 
law  has  not  proved  either  so  troublesome  or  so  unjust  in 
practice  as  might  have  been  anticipated.  Moreover 
there  is  a  strong  and  wholesome  tendency  among  cor- 
porations which  prosper  to  neutralize  by  conservative 
accounting  the  effects  of  origmal  stock  watering  or  over- 
capitalization. I  feel  confident  that  ^'invested  capital" 
fairly  represents  the  capital  entitled  to  a  normal  return, 
in  a  large  majority  of  cases;  that  in  fully  75  per  cent  of 
the  cases  no  better  figures  for  asset  values  could  be  deter- 
mined by  expert  appraisal  than  the  book  figures;  and 
that  in  at  least  85  per  cent  of  the  cases  the  value  of  the 
assets  even  on  the  depreciated  cost  basis  is  as  great  or 
greater  than  the  book  figures.  But  among  the  rather 
large  minority  are  many  cases  of  extreme  aberration; 
and  among  the  last  15  per  cent  are  some  very  important 
cases  where  overvaluation  of  assets  results  in  an  ab- 
normally low  tax  and  deep  injustice  to  conservatively 
financed  competitors. 

To  return  to  the  assumption  of  the  changelessness  of 
the  investment:  it  is  fxmdamentally  unreal,  and  works 
in  practise  the  most  capricious  and  indefensible  in- 
equalities. Two  corporations  organize,  let  us  assume,  in 
1890.  Both  are  successful  and  the  value  of  their  funda- 
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mental  property  holdings  increases.  One  reoi^anizes 
two  or  three  times  before  March  3, 1917,  taking  up  each 
time  on  the  books  the  appreciation  which  has  taken 
place  and  the  value  of  intangible  assets  which  have  come 
into  being.  In  this  case  both  the  appreciation  and  the 
intangible  assets  are  included  in  invested  capital  at  the 
values  fairly  ascribable  at  the  time  of  the  last  reorganiza- 
tion. The  second  corporation  goes  through  no  reorgan- 
ization. Its  taxes  will  be  indefinitely  higher  than  those 
of  the  first  corporation  by  reason  of  the  mere  fact  that  it 
did  not  chance  to  go  through  a  reorganization;  and  in 
both  cases  the  stockholders  may  have  changed  several 
times. 

There  are  relief  provisions  found  in  the  law  which 
authorize  the  rectification  of  extreme  cases  of  injustice 
of  the  kind  noted  above.  But  they  do  not  work  satis- 
factorily. The  relief  is  only  for  the  extreme  case,  and 
the  error  or  infection  subtly  pervades  the  entire  tax. 
Practically  every  successful  corporation  has  important 
intangible  assets.  Whether  they  have  been  taken  up  on 
the  corporation  books  in  such  a  way  as  to  authorize  their 
inclusion  in  invested  capital  is,  however,  largely  an 
accident. 

The  Excess  Profit  Credit.  Invested  capital  serves  as 
the  basis  of  the  ''normal  deduction."  Not  only  the 
basis  but  the  rest  of  the  process  of  computing  the  normal 
deduction  is  seriously  defective.  It  is  hardly  necessary 
to  prove  that  a  flat  8  per  cent  of  the  invested  capital 
cannot  represent  a  fair  normal  deduction  for  the  thou- 
sands of  classes  of  business  enterprise  which  must  be 
taxed.  Everyone  recognizes  that  the  same  rate  of  return 
which  would  be  fair  to  banks  would  be  imf air  to  the  men 
who  make  a  business  of  prospecting  or  ''wild-catting" 
for  minerals  and  oil.  What  is  not  so  generally  recog- 
nized is  the  fact  that  the  proper  rate  of  return  differs  not 
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only  with  the  class  of  industry  but  with  the  size  and 
precise  business  of  particular  taxpayers.  Prospecting 
for  oil  is  a  hazardous  business^  but  if  conducted  on  a 
scale  large  enough  and  in  conjunction  with  other 
branches  of  the  oil  industry,  the  risk  and  hazard  are 
probably  not  so  great  as  those  involved  in  operating  a 
hotel  or  conducting  a  comer  grocery.  There  are  a  few 
mines  which  can  be  financed  on  a  lower  basis  than 
many  banks. 

Moreover  the  classes  of  business  enterprise  which 
would  have  to  be  distinguished  for  this  purpose  are 
far  more  numerous  than  most  persons  suppose.  Con- 
gress has  tried,  sympathetically,  to  solve  this  problem. 
Proposals  to  vary  the  percentage  for  different  t3rpe8 
of  business  enterprise  —  or  to  permit  administrative 
authorities  to  adjust  the  percentages  —  have  on  several 
occasions  met  with  the  approval  of  the  Conunittee  on 
Ways  and  Means,  but  upon  a  full  canvass  of  the  diffi- 
culties they  have  always  been  abandoned.  A  partial  and 
comparatively  imimportant  variation  of  the  rate  was 
authorized  for  the  taxable  year  1918  in  Section  311(6)  (2) 
of  the  Revenue  Act  of  1918.  Here  the  percentage  deduc- 
tion was  in  certain  cases  fixed  "as  the  average  percent- 
age of  net  income  to  invested  capital,  for  the  pre-war 
period,  of  corporations  engaged  in  a  trade  or  business  of 
the  same  general  class  as  that  conducted  by  the  tax- 
payer.'' The  particular  percentages  were  to  be  derived 
from  the  returns  of  taxpayers  themselves,  the  median 
average  was  to  be  used,  and  significantly  this  average 
was  to  be  computed  for  general  classes  only.  In  other 
words  the  problem  was  put  in  its  easiest  and  most 
definite  form.  But  the  Bureau  of  Internal  Revenue  in 
administering  this  provision  found  it  desirable  to  dif- 
ferentiate 277  ''industrial  subdivisions."  ^ 

1  Bulletin  *'D/'  Trawury  DejMrtment.  1919,  p.  18. 
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I  do  not  believe  it  is  possible  to  solve  this  problem 
by  grant  of  administrative  discretion,  altho  the  British 
practise  of  increasmg  the  statutory  percentage  offers  an 
apparent  improvement  on  the  rigidity  of  the  American 
law.  But  elasticity  as  between  or  among  classes  does 
not  go  to  the  root  of  the  difficulty.  We  need  elasticity 
within  each  class.  In  any  well-defined  subdivision  of 
industry  the  new  concern,  starting  to  build  up  a  business 
from  the  ground,  deserves  a  hi^er  percentage  deduc- 
tion than  the  old  and  successful  industry  which  has 
passed  through  the  perils  of  the  development  stage  and, 
having  achieved  success,  has  capitalized  its  assured 
earning  power  in  such  a  way  as  to  get  this  intangible 
value  into  its  invested  capital.  We  have  not  solved  this 
question  in  the  field  of  rate  regulation,  where  the  ad- 
ministrative authorities  deal  with  individual  cases  and 
take  months  to  work  out  decisions  with  every  assistance 
from  experts.  What  could  the  taxing  authorities  do 
with  millions  of  assessments  to  make  and  thousands  of 
classes  to  differentiate? 

A  large  part  of  the  function  or  service  which  the  per- 
centage deduction  is  designed  to  perform  should  be  per- 
formed by  another  device  —  that  of  smoothing  or 
averaging  profits  from  year  to  year.  Under  the  British 
income  tax  (not  imder  the  excess  profits  duty)  the 
profits  of  business  concerns  may  be  averaged  over  a 
period  of  years,  usually  three,  for  purposes  of  taxation. 
Under  the  British  excess  profits  duty  [Sec.  38  (3), 
Finance  (No.  2)  Act,  1915]  a  taxpayer  who  sustains  a 
loss  or  whose  profits  fall  short  of  the  point  which  in- 
volves liability  to  tax  is  entitled  to  a  credit  for  such 
deficiency  against  any  excess  profits  taxes  paid  either 
for  previous  or  succeeding  periods.  This  provision  en- 
ables the  taxpayer  in  effect  not  only  to  credit  against 
years  of  high  income  losses  of  previous  or  succeeding 
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years,  but  enough  profits  may  be  taken  from  the  good 
years  to  make  up  for  any  normal  deduction  which  he 
might  have  used  in  prior  years  but  did  not  because  his 
profits  were  then  below  normal.  In  other  words,  the 
profits  of  each  year  are  continually  smoothed  or  aver- 
aged with  the  profits  which  have  gone  before.  In  this 
country  Congress  only  with  the  greatest  difficulty  could 
be  brought  to  authorize  for  practically  one  year  only 
the  so-called  net  loss  and  inventory  loss  allowances.  A 
thorogoing  acknowledgment  of  the  fact  that  the  annual 
accounting  period  is  too  short  a  time  in  which  to  strike  a 
true  balance  of  gain  and  loss,  is  a  condition  precedent  to 
the  fair  and  successful  application  either  of  an  income  or 
an  excess  profits  tax.  Yet  such  a  provision  would  veiy 
seriously  reduce  the  yield  of  a  permanent  excess  profits 
tax;  and  it  would  seem  certain  that  as  the  rates  of  the 
British  excess  profits  duty  decline  and  lean  years  follow 
war  prosperity,  some  modification  of  the  British  '' set- 
off for  deficiency"  will  have  to  be  made. 

Suppose  the  normal  percentage  to  have  been  prop- 
erly graded  to  fit  the  hazards  of  different  undertakings, 
and  provision  made  to  set  off  the  losses  and  low  earnings 
of  lean  years  against  the  higher  profits  of  the  fat  years  — 
what  would  remain  of  an  excess  profits  tax  during  a 
period  of  falling  profits  such  as  we  are  now  probably 
entering?  Is  not  the  excess  profits  tax  by  nature 
adapted  only  to  periods  of  war  and  inflation?  I  confess 
to  grave  doubts  about  the  proper  answers  to  these  ques- 
tions. But  I  have  no  doubt  that  the  whole  process  of 
determining  the  normal  deduction  as  a  percentage  of 
capital  is  not  only  administratively  too  difficult  for  us  at 
present,  but  that  it  contains  so  much  fundamental  error 
and  —  particularly  this  —  it  ignores  so  many  funda* 
mental  elements,  that  it  may  be  said  to  be  wrong  in 
theory. 
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The  Personal  Equation.  One  of  the  fundamental  ele- 
ments, not  so  much  ignored  as  unpropeily  lecognircdy  is 
represented  by  the  quality  and  efficiency  of  the  labor 
and  effort  expended  by  the  owners  of  the  business. 
This  personal  element  is  supposed  to  be  taken  care  of  by 
the  deduction  for  salaries.  In  certain  large  corporations 
the  salary  deduction  performs  this  function  with  the 
rough  accuracy  which  alone  can  be  hoped  for  in  tax  laws. 
But  among  sole  proprietors,  partnerships  and  small 
corporations  the  salary  deduction  does  not  solve  the 
problem  with  even  approximate  accuracy.  Recognition 
of  this  fact  was  partly  responsible  for  the  exemption  in 
this  country  from  the  excess  profits  tax  of  individuals^ 
partnerships  and  personal-service  corporations.  It  was 
almost  wholly  responsible  for  the  ingenious  provisions 
inserted  in  both  the  American  and  British  tax  laws  for 
the  artificial  limitation  of  the  excess  profits  tax  on 
smaller  corporations.^  But  even  among  large  corpora- 
tions an  increasing  number  of  the  more  important 
officers  are  being  paid  partially  or  wholly  in  shares  of 
the  net  income.  These  officers  are  actually  receiving 
"profits"  which  should  be  subject  to  excess  profits  tax 
where  such  a  tax  is  in  existence.  But  these  profits  bear 
no  relation  to  any  invested  capital  of  a  measurable 
kind. 

This  personal  element  pervades  practically  all  busi- 
ness. It  is  cared  for  or  eliminated  so  imperfectly  by  the 
salary  deduction  that  it  introduces  an  indefinite  element 
of  error  in  the  great  majority  of  business  concerns  when 
the  normal  deduction  is  computed  as  a  percentage  of 
capital.  An  indirect  refiection  of  this  truth  is  found  in 
the  striking  statistics  prepared  by  the  Treasury  Depart- 
ment showing  that  the  excess  profits  tax  when  not  cor- 
rected bears  more  heavily  upon  small  than  upon  large 

1  Rereaue  Aet  of  1918,  Saoi.  802,  808.  Britkh  Fiiiaiioe  Aet  of  1917,  96(4).  See 
Haic,  loo.  dt.,  p.  34. 
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corporations.^  The  remarkable  showing  of  these  stati&< 
ties  reflects  largely  the  failure  of  the  excess  profits  tax  of 
1917  to  eliminate  the  personal  factor.  It  is  possible 
partly  to  protect  the  taxpayer  by  the  use  of  devices  such 
as  those  employed  in  the  American  and  British  laws. 
But  how  is  the  government  to  be  protected  under  laws 
which  exempt  personal  earnings  from  the  excess  profits 
tax? 

Borrowed  Capital.  Closely  connected  with  the  "per- 
sonal error"  noted  above  are  the  difl^culties  arising  from 
the  exclusion  of  borrowed  capital.  There  is  space  here 
only  to  set  down  somewhat  summarily  the  writer's  con- 
clusions in  this  much  debated  field.  There  is  a  real 
difficulty  here,  but  it  is  not  to  be  cured  by  denying  the 
deduction  for  interest  paid  and  allowing  the  borrower 
to  take  the  percentage  deduction  on  all  invested  capital 
whether  borrowed  or  owned.  Men  with  large  personal 
credit  frequently  do  business  with  stock  and  equipment 
merely  advanced  by  others,  upon  which  no  interest  of 
the  ordinary  kind  is  charged.  Frequently  the  advances 
are  so  informal  that  they  can  hardly  be  called  capital  at 
all,  either  borrowed  or  owned.  The  proprietor  simply 
sells  goods,  advanced  to  him  on  open  accoimt,  turning 

^  See  Hearincs  before  Committee  on  Ways  and  Means,  House  of  Representatives,  on 
the  proposed  Revenue  Act  of  1018,  Pt.  I,  pp.  41,  42.  The  burden  of  the  tax  may  be 
measured  either  as  a  ratio  of  tax  to  net  income  or  as  a  ratio  of  net  income  to  invested 
capital,  as  there  was  a  direct  relation  between  the  two  ratios. 
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them  over  so  rapidly  that  no  borrowmg  of  capital  in  the 
ordinaiy  sense  is  necessary.  This  represents  an  inter- 
mediate stage  between  the  ordinary  merchant  and  the 
full-fledged  broker  or  conmiission  house.  The  essential 
source  of  the  trouble  is  that  the  normal  return  in  such 
cases  bears  no  intelligible  relation  to  the  capital  either 
borrowed  or  owned.  Tracing  the  criticisms  based  upon 
the  exclusion  of  borrowed  capital  back  to  their  ultimate 
source,  we  find  their  true  significance  to  be  that  a  sound 
determination  of  the  normal  deduction  cannot  be  made 
as  a  multiple  or  percentage  of  capital. 

IV 
Can  the  Excess  Profits  Tax  be  Perfected? 

Can  practical  remedies  be  f oimd  for  the  defects  of  the 
excess  profits  tax?  Perhaps  in  time,  after  much  further 
research  and  reflection. 

Administrative  Discretion.  The  principal  remedy 
ordinarily  prescribed  is  a  large  dose  of  adminiBtrative 
discretion.  Professor  Haig  (assisted  by  Mr.  George  E. 
Holmes)  in  his  wise  and  admirable  monograph  on  the 
taxation  of  excess  profits  in  Great  Britain  has  em- 
phasized the  extent  to  which  administrative  discretion 
is  responsible  for  the  superiority  of  the  British  law  and 
administration.  But  this  remedy  will  not  save  the 
British  tax,  if  the  repeated  promises  of  the  British 
government  to  repeal  the  tax  at  the  earliest  possible 
moment  are  to  be  taken  at  their  face  value.  Certainly 
administrative  discretion  cannot  save  the  American  tax 
imder  present  conditions. 

The  principal  problems  of  excess  profits  taxation  were 
well  canvassed  before  the  Revenue  Act  of  1918  was 
passed.  Its  principal  defects  and  abnormalities  were 
anticipated,  particularly  in  the  Revenue  Act  of  1918  as 
it  first  passed  the  Senate.  The  abnormal  or  exceptional 
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cases  were  classified  in  Section  327  of  the  Senate  draft, 
and  authority  granted  to  cure  them  by  reference  to  the 
experience  or  treatment  of  representative  concerns.  In 
conference  the  detailed  enmneration  of  cases  as  found  in 
the  Senate  bill  was  omitted  and  abstract  language  intro- 
duced which,  however,  it  was  definitely  agreed  should  be 
interpreted  to  cover  the  classes  of  cases  specified  in  the 
Senate  bill.^ 

Section  327  has  not  proved  conspicuously  success- 
ful. Professor  Haig  and  Mr.  Holmes,  while  praising  the 
plan  by  which  administrative  action  is  taken  witiiout 
public  explanation  under  the  British  law,  criticize  it 
under  the  American  law.^  The  British  ''Board  of  Ref- 
erees does  not  annoimce  the  basis  upon  which  it  rests 
its  decision,''  and  its  decisions  are  hailed  with  acclaim. 
The  principal  relief  sections  of  the  American  law  also 
''are  administered  by  Star  Chamber  proceedings."  But 
the  remedy  that  affords  satisfaction  in  Great  Britain 
arouses  criticism  in  the  United  States.  ' '  It  is  natural  for 
him  [the  taxpayer]  to  assume,  therefore,  that  the  power 
to  assess  him  is  arbitrary,  practically  unchecked,  and 
wholly  contraiy  to  our  American  principles  of  taxation. 
Nor  is  his  criticism  entirely  without  f  oimdation."  Here 
is  the  essence  of  the  problem.  Wide  administrative  dis- 
cretion is  not  suited  to  the  American  habit  and  tradition 
in  matters  of  taxation.  It  is  not  granted  ungrudgingly  to 
the  administrative  authorities  by  Congress,  and  it  is  not 
exercised  freely  and  boldly  by  the  administrative  au- 
thorities when  it  is  granted.  We  are  too  l^alistic  suc- 
cessfully to  reconcile  in  the  same  statute  Yes  and  No. 
Congress  cannot  lay  down  the  principle  of  original  in- 
vestment in  Section  326,  check  the  principal  loopholes  of 
escape  in  Section  331,  announce  that  the  principle  is 
adopted  as  a  principle,  and  then  expect  successfully  to 

t  H.B.  12868  (Coomiittee  print  MacTMd  to  ineoiifanBMi),p».18a»lM. 
«  Loe.  oit.  99. 181. 187, 188. 
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reduce  its  rigors  by  inserting  an  abstract  relief  provision 
calling  for  free  exercise  of  administrative  discretion. 

Pre-war  Profits.  The  solution  or  remedy  is  not  to  be 
f  oimd  in  the  use  of  average  or  pre-war  profits  as  a  normal 
deduction.  This  proposal  contains  a  truth  of  great  im- 
portance. The  principal  element,  perhaps,  in  deter^ 
mining  normal  profits  should  be  past  profits,  and  this  is 
true  not  only  for  a  war  profits  tax  but  for  an  excess 
profits  tax.  A  business  concern  which  can  truthfully  be 
said  to  have  established  a  given  level  or  volume  of 
profits,  may  fairly  claim  that  volume  of  profits  as  its 
normal  return. 

Yet  this  also  is  a  truth  of  limited  application.  The 
profits  for  two  or  three  years  before  the  war  do  not 
establish  such  a  normal  return.  Such  profits  may  have 
been  abnormally  high  or  abnormally  low.  Consider  a 
heavy  investment  made  in  the  expectation  of  distant 
returns.  Here  the  original  investment  has  more  signifi- 
cance than  the  income  record  of  the  company  in  con- 
trolling the  normal  return.  Or  consider  a  corporation, 
the  stock  of  which  is  still  held  wholly  or  mainly  by  the 
original  subscribers,  and  which  by  some  happy  combina- 
tion of  circumstances  or  by  starting  imder  some  partic- 
ularly auspicious  star  had  made  from  the  beginning 
abnormally  high  profits.  This  was  the  case  approxi- 
mately with  the  automobile  industry,  which  as  an  in- 
dustry may  be  said  to  have  been  abnormally  prosperous 
from  its  real  beginning  imtil  recent  months.  Here  again 
accuracy  and  logic  would  require  that  the  normal  deduc- 
tion should  be  based,  if  not  upon  capital,  at  least  upon 
something  other  than  the  past  profits.  Abnormally  high 
profits  in  the  past  should  constitute  no  groimd  for  im- 
mimity  from  a  futm^  tax  on  supernormal  profits.  This 
is  not  word  play;  it  is  a  mere  suggestion  of  the  truth  that 
an  abnormal  state  may  continue  for  a  considerable  time 
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without  becoming  "normal."  Consider  finally  the  con- 
cern which  has  had  abnormally  low  profits  in  the  past. 
It  is  certain  that  the  legislature  will  recognize  this  hard- 
ship by  granting  a  deduction  based  on  capital  or  some- 
thing else  than  past  profits.  But  if  prior  profits  may  be 
subnormal,  they  may  in  other  cases  be  supernormal. 

Forgetfulness  of  this  truth  is  perhaps  responsible  for 
the  general  dissatisfaction  with  the  pre-war  profit  stand- 
ard in  Great  Britain.  The  latter  (like  most  other  de- 
vices in  the  British  law)  has  been  used  —  I  think  wisely 
—  to  save  the  taxpayer  from  a  rather  savage  tax  levied 
in  times  of  stress.  But  in  the  long  run  a  sound  tax  stat- 
ute must  protect  the  government  as  well  as  the  taxpayer. 
In  any  event  it  is  most  significant  that  such  dissatisfac- 
tion does  exist.  It  was  voiced  by  the  Chancellor  of  the 
Exchequer  in  explaining  the  financial  statement  of 
April  19,  1920: 

I  would  remind  the  Ck)mmittee  that  under  the  provisions  of  the  Ex- 
cess Profits  Duty  prosperous  concerns  with  a  large  pre-war  standard 
may  escape  liability  for  the  tax  because  their  present  profits,  the 
high,  are  not  in  excess  of  their  standard,  and,  at  any  rate,  they  pay 
tax  on  what  all  of  us  think  an  unduly  low  scale. 

It  is  reflected  also  in  Professor  Haig's  conclusion  that 
after  all  the  percentage  deduction  is  preferable  to  a  pre- 
war profits  deduction : 

If  we  are  to  continue  profits  taxation,  the  general  standard  pre- 
scribed in  our  present  law  for  determining  the  richness  of  the  profits 
should  be  retained.  The  best  British  opinion  supports  the  view  that 
a  percentage  of  invested  capital  is  a  more  satisfactory  test  than  the 
earnings  of  some  previous  period,  in  a  tax  of  this  character,  and 
they  have  shown  how  that  percentage  can  be  cleverly  varied  to  meet 
the  peculiar  conditions  in  each  line  of  business.^ 

The  True  Normal  Deduction.  What  then  is  the  true 
normal  deduction?  The  writer,  at  least,  must  answer 
that  question  in  the  words  of  a  wise  and  liberal  Ameri- 

1  Haig,loe.oitMl».17i. 
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can  financier,  Otto  H.  Kahn.  ''It  seems  to  me  that  the 
excess  profits  tax  must  go.  I  am  sony  to  say  it,  because 
in  theory  it  is  a  wholly  just  tax.  I  wish  some  one  would 
invent  a  way  by  which  the  excess  profits  tax,  or  some- 
thing in  the  nature  of  an  excess  profits  tax,  could  con- 
tinue. .  .  ."^  The  original  capital  invested  has  in  some 
cases  a  real  significance,  but  in  the  majority  of  cases  it 
should  be  replaced  by  some  later  reproduction  value. 
The  percentage  deduction  should  vary  with  the  risk,  but 
in  the  main  the  risk  element  should  be  eliminated  (along 
with  much  of  the  tax)  by  averaging  losses  and  subnormal 
profits  over  a  period  which  should  be  at  least  three 
years  in  most  industries  and  not  less  than  ten  years  in 
some  industries.  The  personal  element  should  be  elim* 
inated  to  the  extent  that  the  normal  return  is  figured  as 
a  percentage  of  capital,  and  yet  there  are  many  trades 
or  industries  in  which  the  personal  element  is  the  chief 
element  and  it  pervades  all  business  to  some  degree.  At 
bottom  I  can  see  no  reason  why  a  lawyer  or  engineer 
whose  earnings  are  ''supernormal"  should  be  exempt 
from  the  excess  profits  tax.  While  the  separate  division 
of  business  taxation  exists  in  my  mind  as  one  of  the 
indubitable  truths  of  fiscal  experience  and  science,  the 
distinction  usually  drawn  between  "business''  on  the 
one  hand  and  investment  or  labor  on  the  other,  im- 
presses me  as  thoroly  fictitious  from  the  economic  stand- 
point. The  business  tax  is  or  should  be  a  tax  on  every 
man  in  his  productive  capacity. 

Scope  of  the  Excess  Profits  Tax.  That  brings  us  to  the 
mysteries  involved  in  the  relation  between  the  excess 
profits  tax  and  other  income  taxes  levied  upon  personal 
and  investment  earnings.  We  confine  the  excess  profits 
tax  to  profits,  eliminating  wages  and  salaries  on  the  one 
hand  and  interest  on  the  other.    But  why? 

>  Heuinti  before  the  Committee  on  Wayi  and  MeMM,  Deoember  21, 1090^  i>.  IM. 
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Consider  the  investor.  He  has  been  lost  sight  of  in 
this  connection,  largely  because  as  owner  of  common 
stock  he  was  taxed  through  the  corporation,  and  as 
owner  of  bonds  or  preferred  stock  he  suffered  rather 
than  gained  by  the  war  and  the  shrinkage  in  capital 
values  due  to  rising  interest  rates.  But  under  a  per« 
manent  excess  profits  tax,  in  times  of  peace,  he  might  be 
the  principal  beneficiary  of  state  activities.  The  main- 
tenance of  the  gold  standard,  resolute  insistence  upon 
credit  restriction  and  deflation,  these  and  similar  public 
policies  may  in  the  future  greatly  increase  the  income  of 
investors  as  such. 

The  large  investor  is  particularly  worth  considering 
because  he  can  practically  put  himself  in  ^'business"  or 
take  himself  out  of  ^'business"  at  will,  by  incorporating 
his  investments.  He  can  imder  the  present  tax  law  re- 
lieve himself  of  the  higher  surtaxes  on  reinvested  or 
saved  income  and  subject  himself  to  the  excess  profits 
tax;  or,  being  incorporated,  he  can  bring  himself  back  to 
the  status  of  mere  investor  by  dissolving  the  corpora- 
tion.^ This  gives  rise  to  a  most  significant  paradox. 
Under  the  income  tax,  the  man  who  is  wealthy  enough 
to  draw  a  large  income  from  gilt-edged  investments 
with  a  minimum  of  risk  and  effort  is  threatened  with 
discriminatory  differentials  against  unearned  income  and 
is  actually  subjected  to  progressive  rates  exceeding  at  the 
maximum  70  per  cent.  But  under  the  excess  profits  tax, 
behind  the  screen  of  the  corporate  fiction,  his  very  excess 
of  wealth  and  security  from  risk  made  him  the  object  of 
solicitude  and  exemption.  This  is  true  whether  he  is  the 
sole  stockholder  or  associated  with  others.  The  circxun- 
stances  which  imder  one  tax  invite  attack,  under  the 
other  justify  exemption.   Who  shall  solve  this  riddle? 

^  The  flame  •Utement  holds  true  of  nuAyfonns  of  pecaoiwl  ability.  Anamberof  the 
moet  highlsr-peid  movie  sten,  edrertiaiBc  esperte,  end  eniinwifi  ha,wt  pnetSoelly  ineor- 
poreted  their  personal  talent.  They  are  in  ''business''  or  not  ■•  it  suits  their  interests. 
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Future  of  the  Excess  Profits  Tax.  Whatever  may  be 
the  ultimate  answer  to  this  riddle,  I  feel  certain  that  the 
truth  lies  between  the  two  extremes.  The  excess  profits 
tax  has  grievously  sinned  in  overtaxing  profits  derived 
from  the  more  hazardous  and  difficult  industrial  imder- 
takings.  Relatively  at  least,  it  has  dealt  far  too  tenderly 
with  assured  income  derived  from  highly  capitaUzed  in- 
vestments, particularly  intangible  assets.  The  income 
tax  also  has  unduly  penalized  risk-taking  investment 
and  in  the  face  of  the  vast  outstanding  volume  of  tax- 
free  securities  has  partially  defeated  its  own  ends  by 
excessive  rates. 

And  I  feel  reasonably  certain  of  the  direction  in  which, 
at  this  juncture,  we  should  turn  our  steps.  The  income 
tax  as  a  tax  upon  business  —  in  its  relation  to  men  as 
savers,  workers  and  enterprisers  —  must  be  perfected. 
Its  repressive  effects  upon  investment  and  enterprise 
must  be  corrected.  Men  will  not  save  and  invest  except 
in  tax-free  securities  if  the  income  so  invested  and  the 
fruits  of  the  investment  are  to  be  taxed  at  rates  exceed- 
ing 70  per  cent.  The  income  surtaxes  must  be  reduced 
at  least  on  that  income  which  is  saved  and  reinvested  in 
"taxable  property  or  business."  It  is  in  the  treatment 
of  saved  and  reinvested  income  that  the  present  income 
tax  deals  most  differently  with  corporations  and  other 
taxpayers.  In  reforming  the  taxation  of  saved  and  re- 
invested income  occasion  should  be  taken  to  place  the 
corporation  and  other  taxpayers  on  a  substantially 
equal  basis.  The  practical  steps  or  amendments  by 
which  to  do  this  have  been  worked  out  in  a  number  of 
different  forms,  full  description  of  which  may  be  found 
in  the  Annual  Report  of  the  Secretary  of  the  Treasury 
for  1920,^  the  Report  of  the  Tax  Committee  of  the 
National  Industrial  Conference  Board,^  or  the  Report 

>  Facet  86-43.  i  SpediJ  Report  No.  18,  pp.  32-38.  43-47. 
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of  the  Tax  Committee  of  the  National  Association  of 
Credit  Men,*  and  recent  referendum  proposals  of  the 
Chamber  of  Commerce  of  the  United  States. 

These  reforms  would  greatly  reduce  the  repressive 
effect  of  our  direct  taxes  on  business.  This  was  the 
primary  object  of  the  excess  profits  tax  as  a  peace  meas- 
ure —  a  permanent  tax.  But  it  has  failed  in  achieving 
that  object.  It  should  therefore  be  retired.  The  reforms 
of  the  income  tax  referred  to  above  involve  some  addi- 
tional tax  on  corporations  to  compensate  for  the  surtaxes 
imposed  upon  the  reinvested  or  undistributed  profits  of 
individuals  and  partnerships.  This  additional  tax,  as 
has  already  been  stated,  will  probably  supply  even  more 
revenue  than  the  excess  profits  tax  would  yield  dming 
the  next  few  years.  There  is  every  reason,  therefore,  to 
try  out  necessary  and  inevitable  changes  in  the  income 
tax,  as  a  business  tax,  before  a  final  verdict  is  reached 
concerning  the  future  desirability  and  availabUty  of  the 
excess  profits  tax.  It  is  not  at  all  impossible  that  we 
shall  find  the  answer  to  our  riddle  in  lower  differential 
rates  upon  income  which  is  used,  not  for  enjoyment  and 
consumption,  but  for  productive  purposes  particularly 
in  the  more  hazardous  lines. 

Meanwhile  the  burden  of  proof  is  fairly  upon  the 
friends  of  the  excess  profits  tax.  Until  we  can  satisr 
factorily  define  its  true  scope  and  place  in  the  tax  sys^- 
tem,  until  we  can  clearly  state  how  the  normal  deduction 
or  retmn  should  be  ascertained,  we  have  no  right  to  ask 
either  for  its  retention  or,  after  it  has  been  repealed,  for 
its  reintroduction. 

Thomas  S.  Adams. 

Tale  Untvsbsitt. 

1  ••  The  Undiitributed  Profits  Tax.*'  pp.  23-30.  Referendum  No.  84,  pp.  13-17. 
See  also  F.  R.  Fairchild,  "Sucgeetiona  for  Revision  of  the  Federal  Taxation  of  Inoon* 
and  Profits,"  Am.  Eeon.  Rer.,  Deeember.  1930.  pp.  786-700. 


IS  MARKET  PRICE  DETERMINATE? 

SUMMARY 

The  ourrent  doctrine  stated,  394.  —  In  fact,  demand  often  does  not 
reqxmd  to  price  in  the  way  anumed,  306.  —  The  penumbra  of  indeter- 
minate prices,  897.  —  Cases  of  fixed  seasonal  supply,  398.  —  Supplies 
that  can  be  carried  over,  400.  —  The  demand  curve  not  always  nega- 
tively inclined,  402.  —  Speculation  does  not  necessarily  stabilise  prices, 
403.  —  Conunodities  produced  continuously,  403.  —  Stock  exchange 
dealings,  405.  —  The  traditional  grounds  for  justifjring  qieculation  not 
applicable  to  stock  exchange  dealings,  407.  —  Application  of  the  present 
reasoning  to  dumping,  409.  —  To  war  prices,  410.  —  Conclusion,  410. 

The  preeent  paper  is  meant  to  point  out  some  modifi- 
cations or  corrections  of  the  usual  statement  of  the 
theory  of  demand  and  the  interplay  of  supply  and 
demand.  I  am  by  no  means  sure  that  the  suggestions 
are  novel;  nor  do  they  tend  to  alter  the  essentials '  of 
received  economic  theory.  But  they  may  indicate 
wherein  current  versions  are  not  in  accord  with  the 
course  which  prices  take  imder  some  familiar  condi- 
tionSi  and  thereby  they  may  contribute  toward  an  end  of 
much  consequence  for  the  advance  of  economic  science 
—  the  ascertainment  of  the  precise  relation  betwieen  the 
short-period  '^ irregular''  phenomena  and  those  long- 
period  ''normal"  movements  which  have  received  most 
attention  from  economists. 

The  foundation  of  the  theory  of  demand,  as  usually 
stated,  is  the  principle  of  diminishing  utility  (desir- 
ability, gratification,  order  of  preference  —  whichever 
term  one  chooses).  From  this  it  follows  that  successive 
increments  of  supply,  having  diminishing  utility,  can 
be  disposed  of  only  at  progressively  falling  prices.  The 
theory  of  demand  is  simple.   The  quantity  demanded 
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beoames  larger  —  demand  increases  —  as  price  is  \ 
lowered.  The  demand  curve  is  said  to  be  always  negiBir)  \ 
tivdy  inclined.  '^"^"^ 

Hie  conditions  of  supply,  to  go  on  with  the  current 
version,  are  more  varied.  The  supply  curve  may  be 
positively  inclined  ^^diminishing  returns")  or  nega- 
tively inclined  ('' increasing  returns")  or  horizontal 
(''constant  returns").  The  equilibrium  of  demand  and 
supply  accordingly  is  reached  under  varying  conditions. 
The  case  of  equilibrium  deemed  typical,  and  that  to 
which  the  present  discussion  may  be  confined,  is  reached 
imder  positive  inclination  of  the  supply  curve  (diminish- 
ing returns,  increasing  supply  price).  The  illustration 
by  diagram  is  familiar  to  all  of  us:  the  demand  curve 
slopes  down,  the  supply  curve  slopes  up,  and  at  their 
point  of  intersection  there  is  equilibrium  of  supply  and  1 
demand. 

In  this  way  the  conditions  of  market  fluctuations  and 
market  prices  are  supposed  also  to  be  indicated.  As 
supply  (quantity  offered)  increases,  price  falls;  but  as 
price  falls,  that  very  increase  in  quantity  offered  is 
checked.  On  the  other  hand,  as  price  falls,  the  demand 
(in  the  accurate  sense  of  quantity  demanded)  becomes 
larger.  A  lower  price  drives  some  sellers  from  the  mar- 
ket, but  attracts  additional  buyers.  A  new  equilibriiun 
is  established  —  new,  but  under  the  same  conditions  of 
interacting  supply  and  demand.  Such  is  said  to  be  the 
co\u«e  of  grain  prices  in  an  ordinary  market;  such  the 
equilibrium  of  daily  or  weekly  prices  on  any  exchange  or 
in  any  market.  Lowered  price  ensues  when  a  larger 
quantity  is  offered  in  a  market;  but  that  lowered  price 
means  also  that  a  larger  number  of  bids  will  be  at- 
tracted and  the  fall  in  price  checked. 
•  It  does  not  alter  the  essentials  of  this  statement  if  we 
reject,  as  Mr.  Wicksteed  does,  the  notion  of  opposing 
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sellers  and  buyers^  and  regard  them  all  as  a  single  group 
of  persons  who  are  maneuvering  in  essentially  the  shm 
way.  The  potential  buyer  who  is  likely  to  be  broni^ 
into  the  market  by  a  lower  price  is  also^  says  Mr.  T^Uc- 
steed;  a  potential  seller  likely  to  be  brought  in  by  a 
higher  price.  The  whole  process  is  perhaps  best  re- 
garded not  as  an  interaction  of  supply  and  demand,  but 
as  the  single  play  of  demand,  and  in  the  last  analysisi  of 
an  expression  of  choices  and  estimates  of  choices.^  It 
still  remains  true,  and  indeed  becomes  more  evident, 
that  a  lowered  price  stimulates  pim^hases.  The  less  the 
price  per  unit,  the  larger  the  number  of  units  that  can 
be  disposed  of. 

It  is  just  at  this  point  that  phenomena  appear 
which  are  not  in  accord  with  the  generalizations  of  the 
economists.  Often  lower  price  does  not  lead  to  an  in- 
crease in  the  quantity  that  can  be  disposed  of  in  a  mar- 
ket. Neither  does  it  necessarily  lessen  the  quantity  that 
will  be  oflFered  there.  On  the  contrary  it  will  repeatedly 
happen  that  as  price  falls,  less  is  demanded,  not  more; 
and  that  not  less  is  offered  for  sale,  but  actually  more. 
A  decline  in  price,  so  far  from  tending  always  to  bring 
its  own  remedy  through  tempting  people  to  buy  more, 
sometimes  intensifies  itself  through  inducing  people  to 
sell  still  more.  Thus,  in  a  city  during  many  a  winter, 
a  fall  in  the  price  of  eggs  may  cause  the  coimtry  dealers 
and  the  cold  storage  people  not  to  hold  back  their  sup- 
plies, but  to  send  them  in  hurriedly,  for  f g^r  of  ^  further 
oC>  fell;  while  city  dealers,  so  far  from  buying  more,  will 

1  **Whst  About  the  *  supply  curve '  that  usuaUy  ficuree  m  a  determinaiit  of  price  tt^ 
ordinate  with  the  demand  ourve?  I  eay  it  boldly  and  baldly:  there  Se  no  auflh,  thing. 
What  usually  ficuree  as  sueh  is  merely  a  disguised  and  therefore  unrecognised  portion  of 
the  *  demand  curve/  Diagrams  of  intersecting  ounree  (and  eoiifwiwinding  tables)  of 
demand  prices  and  supply  pricee  are  therefore  profoundly  misleading.  They  ooocen- 
trate  the  attention  of  the  student  upon  distinctioos  which  have  no  theoretSeal  relevancy; 
they  eo-ordinate  as  two  determinants  what  are  really  only  two  arbitrarily  and  irral- 
•vantly  eeparated  portions  of  one."  Bepott  of  British  Association  for  Advaneement  of 
Solencet  1918|  p.  M8» 
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hesitate  to  buy,  having  the  same  fear.  The  bottom  will 

drop  out  of  the  market.    On  the  Chicago  Board  of 

Trade  the  bears,  when  they  sell  wheat  short  and  poimd 

j^    away  at  the  price,  count  on  the  same  course  of  events. 

v^  The  lower  price  will  not  tempt  others  to  buy,  but 

1/    frighten  them  to  sell.  Your  equilibriiun  will  not  neces- 

^      sarily  work  out  at  all.  It  is  a  tos&-up  whether  a  decline     / 

i      in  price  will  check  itself  by  leading  to  more  piirchases  or      ^ 

;i^   will  intensify  itself  by  leading  to  less  purchases. 

^       It  will  be  said  at  once  that  all  this  is  possible 

^    only  within  limits;   A  decline  in  the  price  of  eggs,  if 

S     considerable,  will  cause  a  reaction;  in  the  end  buyers 

^       will  be  tempted  by  lower  price.   And  this  is  perfectly 

•true.   The  uncertainty  about  the  working  of  demand 

and  supply  is  found  only  within  what  may  be  called  the 

4     penurrJbra:  a  phrase  and  a  concept  which  I  submit  for 

(msideration  and  will  try  to  explain. 

Consider  first  a  situation  in  which  there  may  be  said 
to  be  no  penumbra  at  all.  Suppose  a  fixed  supply,  im-  •. 
alterable  during  the  period  under  consideration,  and 
sold  on  the  market  by  competiag  sellers  to  consumers 

■ 

(not  to  middlemen)  for  what  it  will  fetch.  This  is  the 
case  which  Mill  treats  as  illustrating  the  principle,  or 
law,  of  supply  and  demand.  There  will  then  be,  as  he 
puts  it,  an  '^equation"  of  supply  and  demand.  There  is 
some  one  price  at  which  the  quantity  demanded  is  equal 
to  the  (fixed)  quantity  supplied.  At  that  price  we  have 
the  equation.  And  the  outcome  is  not  at  all  xmcertain. 
The  process  works  out  infallibly;  the  resulting  price  is 
not  subject  to  manipulation  or  fluctuation,  but  is 
settled  once  for  all.^ 

It  is  not  impossible  to  find  cases  which  seem  in  fact  to 
confoim  to  these  assumptions,  or  in  which  there  is  at 
least  a  sufficient  approach  to  conformity.   Some  agri- 

1  Am  tilt  wdl^DOwn  puH«e  in  Mffl'i  Frindpki^  Bk.  m.  ohap.  ii,  14. 
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cultural  commodities  are  not  only  produced  seasonally, 
but  almost  of  necessity  are  also  consumed  season  by 
season.  Such  are  potatoes  and  apples.  They  can  indeed 
be  preserved  through  a  year,  and  their  consumption  can 
be  spread  over  a  year;  but  not  over  a  longer  period. 
Even  in  these  days  of  cold  storage  no  supplies  of  either 
potatoes  or  apples  are  kept  over;  at  the  end  of  each  sear- 
son  the  dealers  hold  barely  enough  to  connect  current 
consumption  with  that  of  the  ensuing  season;  each 
year's  output  is  consumed  during  the  year,  no  more  or 
less.  Doubtless  the  same  is  the  case  with  most  fruits 
and  vegetables.  Cold  storage  has  wrought  a  modifica- 
tion for  some  articles  which  were  formerly  in  the  highly 
perishable  class  and  were  incapable  of  being  carried  over  « 
from  season  to  season,  such  as  fresh  meat  and  eggs. 
Fish  also  —  not  indeed  a  seasonable  article,  but  one  for 
which  the  uncertainties  of  the  catch  bring  about  similar 
irregularities  in  the  available  supply  —  has  been  re- 
moved from  the  perishable  class.  A  fare  of  fresh  fish  was 
formerly  the  most  apt  illustration  of  a  supply  fixed  for 
the  time  being,  which  had  to  be  sold  at  once  and  with- 
out reservation  for  whatever  it  would  fetch.  But  cold 
storage  has  changed  all  this.  H(^^  important  is  the 
poasibmty  of  lesseping  the  iimnediate  supply  by  post- 
poning  sale  will  be  noted  presentJy.  For  the  moment  let- 
us  confine  attention  to  the  cases  in  which  there  seems 
to  be  no  such  possibility  —  the  season's  supply  of 
potatoes  and  apples.  Here  there  would  seem  to  be  no 
indeterminate  or  fluctuating  price,  a  simple  equation  of 
demand  and  supply,  no  peniunbra  at  all. 

In  reality,  however,  as  every  one  knows,  fluctuations 
persist.  An  element  of  indeterminateness  evidentiy  re- 
mains. There  is  a  peniunbra  within  which  market  prices  ' 
fluctuate.  The  genuaral  range  of  the  price  of  potatoes  or 
apples  for  the  season  will  indeed  be  approximately  de- 
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terminatej  it  must  be  high  or  low,  according  to  the  sear 
son's  crop  and  the  season's  demand.  But  the  general 
range  itself  may  change  considerably  in  the  course  of  the 
season,  and  the  prices  from  week  to  week  and  from 
month  to  month  are  likely  to  show  frequent  ups  and 
downs.  The  obvious  fact  is  that  there  are  elements  of ' 
xmcertainty  on  both  sides  of  the  account.  Even  tho  ' 
supply  be  physically  fixed,  no  one  knows  what  is  its 
precise  amount.  Crop  reports  may  prove  inaccurate, 
unexpected  deficiencies  or  surpluses  may  be  discovered. 
On  the  other  hand,  the  effect  of  price  on  demand  — 
what  is  the  quantity  that  can  be  sold  at  a  given 
price  —  is  also  a  matter  of  some  uncertainty.  Beyond 
peradventure  a  small  crop  will  mean  a  higher  price,  but 
just  how  much  higher?  Even  the  most  abimdant  inr 
formation  on  the  supplies  and  the  prices  of  past  seasons 
will  leave  a  doubt  about  the  extent  to  which  the  con* 
sumers  of  this  year  will  retrench  or  expand,  will  resort 
to  substitutes  or  eschew  them.  'All  these  elements  of 
uncertainty,  both  on  the  side  of  supply  and  on  that  of 
demand,  must  be  taken  into  accoimt  by  the  dealers  and 
speculators.  More  or  lesi^  there  must  be  gambling  on 
them.  And  the  state  ot  mind  of  the  dealers  themselves ' 
adds  another  element  of  uncertainty.  ^  Some  are  cool- 
Jieaded,  others  excitable.  Some  are  temperamental 
optimists,  others  pessimists.  Some  are  shrewd  and 
well-informed;  but  many  go  by  vague  newspaper  state- 
ment, guesswork,  current  opinion  and  rumor.  Possibly  jr 
(I  say  possibly!)  there  would  be  less  uncertainty  if  alLJ 
sales  were  to  "ultimate"  consumers  and  if  utility  were' 
to  operate  on  price  without  intermediate  traders  and 
middlemen.  Tlie  transactions  on  the  market,  however, 
are  largely  between  these  middlemen,  and  the  influence 
of  consumers'  demand — of  purchases  checked  or  stimu- 
lated by  changes  in  prices  —  operates  indirectly,  affect- 
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ing  the  calculatioiis  and  bids  of  the  buyers  and  sellers,* 

but  is  by  no  means  identical  with  them. 

i     This  does  not  mean  that  there  are  unlimited  or  quite 

I  unpredictable  fluctuations.    The  xmderlying  conditions 

of  supply  and  demand  are  known  for  all  the  staples 

well  enough  to  make  possible  a  rough  prognostication 

of  the  season's  course  of  prices.   It  may  be  quite  clear 

t  that  potatoes  will   be  higher  than  last  year.    But 

^  there  will  be  a  penumbra  of  uncertamty.    Within  this 

there  will  be  ups  and  downs,  many  and  perhaps  wide 

fluctuations. 

This  will,  of  coxu^,  be  the  case  even  more  with 
articles  further  removed  from  the  perishable  class. 
Wheat  and  cotton,  for  example,  are  seasonal  products, 
and  in  so  far  may  be  regarded  as  fixed  in  supply  for  the 
time  being.  Indeed,  Mill  specifically  refers  to  grain  as 
"temporarily  .  .  .  unsusceptible  of  increase  of  sup- 
ply; .  .  .  the  quantity  of  com  already  existing  in  the 
world  is  all  that  can  be  had  for  sometimes  a  year  to 
come."  Some  part  of  the  supply,  however,  may  be  car- 
ried over  from  year  to  year,  and  the  irregularities  of 
seasonal  years  thus  in  some  degree  equalizedi  This 
seems  to  be  done  to  a  considerable  extent  for  wheat, 
and  also  for  cotton.  The  persons  who  thus  hold  over 
necessarily  gamble  on  the  following  season's  croj^ 
They  may  profit  handsomely,  may  lose  heavily.  An 
accentuation  of  the  same  trend  through  several  sea- 
sons —  a  succession  of  poor  crops  or  of  good  crops«»» 
puts  a  term  to  this  particular  form  of  speculation.  But 
from  year  to  year  there  is  usually  more  or  less  of  it;  and 
to  the  extent  that  it  operates^  the  season's  output  is  not 
necessarily  identical  with  the  season's  supply.  Henoe 
there  is  not  so  near  an  approach  even  to  an  approximate 
seasonal  equation  between  demand  and  supply,  between 
the  fixed  supply  and  quantity  demanded;  since  the 
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supply  for  the  season  is  itself  somewhat  flexible.  And, 
therefore  short  period  oscillations,  from  week  to  weelr 
and  from  month  to  month,  such  as  we  find  even  when! 
the  season's  crop  is  identical  with  the  season's  supply, 
are  more  certain  to  occur,  i  There  is  a  wider  range  for 
unexpected  developments  in  the  situation,  for  the  cal-  i . 
dilations  and  guesses  among  dealers  and  speculators, 
optimism  and  pessimism,  waves  of  sentiment  and  belief.      ; 
There  is  a  zone  of  imcertainty,  a  peniunbra,  of  consider- 
able extent.) 

Now  it  is  with  regard  to  the  fluctuations  within  the 
pemunbra,  the  familiar  ups  and  downs  of  the  market, 
that  we  need  to  be  cautious  in  stating  any  theory  of  / 
market  price.  The  daily  or  weekly  or  monthly  "equilib- 
rimn"  of  supply  and  demand  is  a  very  ticklish  matter. 
To  return  to  the  egg  market,  mentioned  at  the  outset  by 
way  of  illystration :  demand  and  supply  and  price  are 
not  necessarily  connected,  for  short  periods,  in  the  way 
coiQmonly  assumed.  Suppose  a  well-known  dealer  cuts' 
the  price  and  puts  eggs  on  the  market  at  a  lower  figure; 
others  follow  his  lead;  the  price  will  fall  further;  the 
lower  price  will  quite  possibly  stimulate  still  others,  not 
to  make  purchases,  as  is  usually  assiuned,  but  on  the 
*  contrary  to  make  sales  —  until  the  edge  of  the  peniunbra 
is  approached.  Then  indeed  there  will  be  a  reaction,  or 
at  least  a  check.  Eggs  will  not  go  down  indefinitely.' 
But  within  the  penimibra  there  is  no  certainty  about  the 
effect  of  lowered  price  on  supply  or  demand  or  on  the 
further  course  of  prices.  Conceivably  the  course  of 
events  may  be  just  the  opposite  of  that  just  described. 
The  well-known  dealer  who  cuts  his  price  may  be  con- 
fronted by  another  dealer  equally  well-known,  who 
snaps  his  offers  up  and  bids  for  more  at  the  same  figure. 
Then  still  others  will  follow  his  lead,  coimtry  dealers 
will  hold  back,  not  force  their  supplies  on  the  market, 
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and  eggs  will  go  up  until  the  other  edge  of  the  penumbra 

is  approached.  And  so  it  is,  I  take  it,  in  the  wheat  pit  or 

/^at  the  cotton  post.  There  is  no  telling  what  immediate 

Xresponse  there  will  be  to  an  offer  of  larger  supply  or  to  a 

/decline  in  the  day's  or  week's  quotation.  A  heavy  sale 

\;by  a  big  operator  and  a  lower  price  accepted  by  him  may 

easily  mean,  not  that  more  wUl  be  bou^t  by  others,  but 

that  buyers  will  be  scared  off  and  that  price  will  fall  still 

further.    This  is  precisely  what  the  big  bear  operator 

expects  to  bring  about.  *  Or  the  bear's  m^f uf  er  may 

not  succeed.  Price  may  not  fall  fiuther;  it  may  rebound 

and  rise. 

To  put  the  matter  in  more  technical  terms:  the  de- 
°M^d  curve  over  "short  periods"  —  which  may  be  a 
matter  of  weeks  or  even  months  —  is  not  necessarily  in- 
clined througjiout  in  the  same  direction.  It  ip^^^y  ^ 
inclined  positivelvJ  And  similarly  the  supply  curve, 
indicating  what  quantities  are  offered  for  sale  at  dif- 
ferent prices,  does  not  necessarily  have  that  constant 
positive  inclination  which  is  \isually  assumed.  In  the 
course  of  the  higgling  of  the  market  this  in  its  turn  may 
have  A  nepttive  inclination.  ^ 

The  combats  of  bulls  and  bears,  familiar  phenomena 
of  the  market,  are  incomprehensible  under  the  orthodox 
theory  of  market  price.  They  can  be  imderstood  only  if  | 
we  admit  that  within  the  penmnbra  there  is  no  deter- 
mined or  determinable  market  price.  *  A  good  observer 
has  said  that  the  successful  speculator  is  not  necessarily 
a  man  of  wide  statistical  information  or  of  much  ex- 
perience in  the  trade.  But  he  must  be  a  shrewd  judge  of 

t  MAnhaUr«marks(PriiiciidM,Bk.ni.oluip.Ui,|5;p.99in0^ 
**on>  wBotnl  law  ol  dmnanrt  .  .  .  tba  Mnount  diiin»nik>d  inriiiMiw  with  a  fail  in  priM, 
and  /iiwiittUh^  ^rith  a  riie  in  priM."  Or,  as  ftated  in  a  footnote  with  rsferenoe  to  the 
fMalMardiagiam;  "the  one  univwial  rule  to  which  the  demand  eonrecopfonniie  that  it 
JaiMpotftiiy  tndifMd  throngfaoitt  the  whole  of  its  length."  Thb  propoeitk>n  doobtkM 
holde  as  regards  "  uttimate"  demand  or  porehsses  Iqr  oonsomen;  if  not  unhrenaDy,  at 
least  with  esesptions  so  few  as  to  be  negHgihIe.  That  it  by  no  means  holds  univenaUy 
as  regszds  *'  maricet**  piioss  is  my  main  eontention  in  the  present  paper. 


MARKET  PRICE  408 

human  nature.  As  r^ards  the  fluctuations  within  the 
penumbra,  there  is  much  truth  in  the  statement.  The 
market  may  react  in  all  sorts  of  ways  to  changes  in 
offers  and  bids  and  going  prices.  The  outcome  depends 
on  men's  hopes  and  fears  and  guesses  and  momentary 
states  of  mind.  The  nervy  man  may  make  money  by 
coolly  watching  his  more  sensitive  fellows  and  playing 
on  their  frailties. 

Considerations  of  this  sort,  further,  may  go  to  explain 
why  it  is  that  commodities  in  which  there  is  much  specu- 
lation, so  far  from  being  veiy  stable  in  price,  often  are 
not  so.  The  discussion  of  speculation  which  is  conmion 
in  our  textbooks  leads  one  to  expect  stability  of  price  in 
commodities  dealt  with  on  a  large  scaleon  the  exchanges. 
The  facts  of  the  markets  by  no  means  imif onnly  confirm 
the  expectation.  The  fluctuaticais  in  the  prices  of  epecu-l 
lative  commodities  are  great,  they  are  immensely  in^ 
fluenced  by  rumor,  they  exhibit  no  clear  tendency  to 
quasi-automatic  adjustment  or  to  a  ittnoothing  off  in  the 
fluctuations.  This  is  explicable,  it  is  commonly  said,  on 
the  ground  that  many  speculators  are  ill-informed,  are 
not  mercantile  dealers,  are  merely  the  gambling  outside 
public,  are  outwitted  by  the  professionals.  Veiy  pos- 
sibly; none  the  less  the  irregularities  are  there,  and  are 
not  readily  explained  under  the  familiar  formula  of 
supply  and  demand.  Market  equilibrium  seems  to  be  i\ 
as  far  from  stability  as  from  predictability.  *  ^ 


now  the  comparatively  simple  cases  —  agri^ 
cultural  products  which  can  most  plausibly  be  treated  as 
fixed  in  supply  for  the  season  —  and  turning  to  the  leas 
simple  but  more  frequent  one  of  continuous  and  flexible 
supply^  we  may  use  the  same  reasoning  with  even 
greater  confidence^  Copper  and  iron,  for  example,  are  ' 
continuously  produced.    Mill  undertook  to  apply  bis 
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'  p  ^  formula  of  an  equation  of  demand  and  supply  to  com-/ 
r  r  modities  of  this  class,  also  remarking  that  at  any  given 
^  time  the  supply  of  any  and  every  commodity  was  fixed. 
7  So  much  was  on  hand,  no  more  and  no  less.^  Now  it  is 
obvious  that  for  these,  as  well  as  for  the  seasonal  prod- 
ucts, there  is  imcertainty  about  the  precise  quantity  on 
hand.  Moreover  there  is  the  same  flexibility  as  regards 
the  rate  at  which  the  existing  supply  will  be  fed  onto  the 
market.  And  there  is  the  further  cireumstance  that 
this  flexibility  of  the  amount  available  during  the  period 
in  which  the  market  is  to  be  fed  is  of  the  more  influence 
because  the  available  stock  can  be  increased  rapidly  by  \ 
additions  to  current  output.  Whatever  is  on  hand  in 
marketable  shape  can  be  sold  at  once  or  can  be  sold  at  a 
more  rapid  rate,  while  the  depleted  stock  can  be  re- 
enforced  through  hastened  production.  We  have  here  a 
situation  that  comes  nearer  to  that  of  the  traditional 
formula.  4We  have  a  supply  that  is  flexible,  and  flexible 
in  two  ways:  as  regardjthe  rate  at  which  the  commodity 
comes  on  the  market  and  alsoHs  regards  the  quantity . 
produced.  It  is  not  necessaiy  for  the  purposes  of  the 
present  discussion  to  consider  what  limits  there  may  be 
to  the  extensibility  of  output  —  how  far  the  supply 
even  of  these  goods  may  after  all  be  r^arded  as  ap- 
V  proximately  fixed  for  the  time  being.\/ Evidently  they 
are  not  susceptible  of  unlimited  increase.  Thoe  re- 
mains some  limitation  even  of  the  rate  at  which  they 

1  ItiaduetoMmto|Mint(mtth«thedidDOtoverlodkeBtiTCljtiMiiitii^^ 
problem.  Th«  very  ineoiwfatenniw  of  wldoh  ha  mm  guiUgr  ahow  th«t  he  ywived  the 
problem  to  be  not  timplfi  after  all.  Intlieeeotioii(|4)preoediiigthatinidikhhe9eelB 
ol  asrieoHural  oommoditiee  as  fixed  in  mpiilyihe  tefen  to  fanneD  and  ^peeulatoit  ai 
withdrawinc  part  of  the  tnpply  from  the  marUt — that  ia,  oooaldan  demand  and  woq* 
ply  as  "equalised"  for  ehort  periods  by  a  cAon^ in  the  supplyi  And  in  the  next  ehapter 
he  remarks  that  a  decline  in  cost  of  production  msy  reduce  price,  even  tho  supply  be  not 
aotoally  enlarged;  the  mere  probaUlity  of  change  in  cost  suffices.  Thb  is  true,  but  ia 
obriously  inconsistent  with  the  doctrine  of  the  "equation.**  The  prompt  effeei  of 
cheaper  production  on  price  ensues  throu^  the  middlemen  and  through  the  ala  aft 
wfaioh  these  are  led  to  put  on  the  market  the  stock  alreJdy  on  hand.  MOI,  Ifloi  Adam 
Smith,  had  glimpses  of  many  important  and  valid  propositiaDB  wldeh  he  tenohad  bat 
momentarily,  never  working  them  out  in  oonsistettey  with  Us  main  doetrineai 


I 


y" 


MARKET  PRICE  406 

can  be  rufihed  on  the  market.  What  is  heie  to  be  noted 
is  that  in  the  first  instance  it  all  works  out  through  the 
same  mechanism  :fthe  sales  and  purchases  of  dealers  and 
middlemen,  and  their  guesses  and  fancies  and  tremors.  ^ 
Very  likely  the  middlemen  for  these  "non-speculative" 
articles  are  a  less  susceptible  set  than  the  wheat  and  . 
cotton  speculators.  The  market  organization  is  less 
perfected  and  less  accessible,  and  the  articles  are  not 
standardized  to  the  same  degree.  Dealings  are  confined 
to  a  smaller  knot  of  experienced  brokers  and  merchants. 
On  the  other  hand  the  influence  of  ultimate  consumers 
and  ultimate  demand  is  at  least  as  distant  and  imcer^ 
tain.  The  utility  of  copper  and  aluminum,  for  example, 
is  nowadays  highly  indirect.  The  remoteness  of  the 
utilities  from  telephones  and  power  transmission  is  to 
be  considered,  as  well  as  the  obvious  and  immediate 
utility  of  pots  and  pans.  The  response  of  demand  to 
new  conditions  of  supply  and  price  is  veiy  imcertain. 
The  peniunbra  is  wide.  Within  it  there  is  much  room 
for  fluctuations  of  opinion  and  therefore  of  price,  for  the 
influence  of  an  aggressive  operator  or  a  commanding 
firm,  and  so  for  indeterminate  phenomena. 

There  is  no  part  of  the  industrial  field  to  which  these 
general  observations  apply  more  forcibly  than  to  stock 
exchange  securities  and  their  prices.  To  the  market 
prices  of  these  the  ordinary  reasoning  about  demand 
and  supply  seems  to  me  little  applicable.  Consequently 
the  ordinary  grounds  for  justifying  speculation  or  for 
finding  results  from  it  which  are  useful  to  society  be- 
come questionable. 

The  play  of  demand  and  supply  for  the  typical  stock 
exchange  security  is,  as  we  all  know,  peculiariy  subject 
to  manipulation.  There  are  constant  offerings  and  prices 
that  are  designed  to  affect  later  offerings  and  later 
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prioeSy  and  do  not  stand  simply  for  a  mere  willingness  to 
sell  a  pven  quantity  now  at  a  given  price.  Bears  and 
bulls  make  their  drives.    It  is  a  toss-up  whether  theN 
dumping  of  large  amounts  of  Steel  or  of  Union  Pacific  at  ) 
lower  than  current  prices  will  lead  the  market  to  snapv 
them  up,  or  cause  a  scare  and  the  sale  of  more  of  them  at  N 
1    still  lower  prices.    The  course  of  prices  depends  oij^*^ 
A  gu|^s^*s  to  the  "technical"  position  of  the  market- 
is  it  imdersold  or  oversold?  —  on  guesses,  about  the 
doings  of  the  "insiders/'  on  vapie  rumors,  on  epidemics 
of  optimism  or  pessimism.  No  doubt,  over  a  consider- v 
able  period  and  xmderlying  all  the  fluctuations,  there  is  j 
the  governing  influence  of  the  earning  powers  of  the 
properties.    But  this  too  is  largely  a  matter  of  im-' 
certainty  and  guess.  The  only  securities  for  which  one 
can  perceive  anything  like  the  play  of  demand  and  sup- 
ply as  \isually  formulated  are  good  bonds  and  the  like, 
yielding  a  fixed  rate  of  return  with  risk  virtually  elim- 
inated. Here  we  can  see  offers  and  demands  influenced 
by  price  in  the  orthodox  way.  But  this  is  simply  part  of 
the  market  for  interest  on  loans,  closely  connected  with 
the  general  market  for  loanable  funds.    The  quotations  [ 
^  of  most  stock  exchange  securities  are  loosely  connected  \ 
with  the  interest  market.  They  are  subject  to  complex 
influences  of  their  own,   among  which,  whether  for 
short-run  or  long-run  prices,  there  is  even  less  of  the 
orUiodox  equilibrium  of  supply  and  demand  than  for 
i^>eculative  commodities  like  wheat  and  cotton. 

It  is  obvious  that  the  factor  which  after  all  does  limit 
and  in  a  sense  govern  the  price  fluctuations  of  wheat  and 
cotton  or  of  copper  and  iron,  their  utility  or  power  to 
serve  human  wants,  does  not  operate  (unless  in  a  far- 
fetched sense)  on  securities.  Here  there  can  be  no  ques- 
tion of  ultimate  consumers,  of  diminishing  utility,  of 
derived  demand,  of  choices  between  different  goods. 
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limits  there  are,  of  course^  within  which  the  market 
prices  of  securities  fluctuate.   Irregular  and  indetermin-j 
ate  tho  they  may  be,  there  is  a  peniunbra  within  whiohl 
the  fluctuations  are  confined.  The  limits,  however,  are  \ 
fixed  in  a  diS^erent  way  and  the  penumbra  is  wide.  |  . 
These  limits  are  foxmd  in  such  sober  and  unshakeable 
expectations  as  there  may  be  concerning  the  earning  ^^ 
powers  of  the  properties.    The  most  aggressive  bear 
knows  that  there  is  a  point  below  which  he  cannot  offer  •»  [• 
Steel  shares  without  their  being  snapped  up.  The  range 
of  fluctuation  and  possible  manipulation  will  vary, 
greatly,  I  take  it,  for  different  securities  at  different  V* 
times.  Thsjenumbra  is  ^v^  .variable  width.  But 
the  very  limits  aienot  somSCEing  objective,  in  the  sense 
in  which  the  utility  of  cotton  or  copper  is  objective. 
They  are  estimates  and  expectations  of  profits.   Ther 
long-run  or ' '  normal "  prices  of  securities  are  enormously 
influenced  by  factors  of  essentially  the  same  kind  as  the 
short-run  or  market  prices  of  commodities  —  opinion 
and  prevision.  Tho  the  long-run  prices  of  securities  may 
not  be  subject  in  the  same  degree  as  the  short-run  to 
rumor  and  manipulation,  they  are  still  peculiariy  sub- 
ject to  influence  from  conspicuous  individuals  or  per- 
vading currents  of  opinion. 

It  follows,  as  was  intimated  a  moment  ago,  that  the 
grounds  on  which  stock  exchange  speculation  is  to  be 
defended  and  perhaps  justified  cannot  be  the  same  as 
those  adduced  to  show  the  social  usefulness  of  specu- 
lation in  commodities.  For  the  latter,  the  ground  of  A 
justification  is  in  essence  that  speculation  promotesy 
maximum  utility.  By  the  operation  of  price  advances 
or  reductions  the  available  supplies  are  so  distributed  as 
to  be  all  consumed,  no  more,  no  less;  consumed,  nune- 
over,  by  those  whose  offers,  as  anticipated  and  gaged 
by  the  successful  speculators,  indicate  that  they  are  the 
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persons  to  whom  utility  is  greatest.^    Speculation,  ity 
is  argued,  merely  anticipates  consumers'  demands,  and/  ^ 
through  ihe  influence  of  price  spreads  these  properly  and! 
satisfactorily.  This  doubtless  is  valid  in  the  rough,  or  f or  | 
\  the  general  trend  of  seasonal  prices.  I  suspect  it  is  diflS-  | 
cult  of  proof  for  the  fluctuations  wUhin  the  penumbra, 
precisely  those  with  which  speculation  has  most  to  do.  ' 
Whatever  the  vahdity  of  the  reasoning  for  speculation  in  i  ^ 
conmiodities,  it  is  not  apphcable  to  stock  speculation.  J 
/Here  there  is  no  play  of  utility  or  of  varying  gratifica- 
Jtions,  no  adaptation  to  consumers'  demands.   True,  it 
might  possibly  be  argued  that  there  is  advantageous 
adjustment  of  another  kind,  between  present  and  future; 
a  distribution  of  gratifications  over  a  period  of  time, 
through  the  operation  of  the  interest  rate.  We  need  not 
stop  to  consider  the  subtle  problem  of  analogy  suggested 
by  this  sort  of  reasonings  It  is  applicable  at  best  only  to 
nen-speculative  securities  and  the  money  market.    So 
far  as  concerns  the  immensely  greater  part  of  stock 
dealings,  there  is  no  room  for  the  aiguments  about  the 
adjustment  of  demand  and  supply  or  the  promotion  of 
maximum  satisfaction. 

The  grounds  of  defense  for  stock  speculation  must  be 
found,  if  at  all,  in  another  direction:  that  it  is  a  useful 
part  of  the  machinery  of  capitalism,  promotes  invest- 
ment, advances  the  production  of  wealth.  It  is  essen- 
tially the  groimd  on  which  we  may  defend  corporate 
organization  itself,  with  its  system  of  divided  ownership 
and  limited  liability  of  shareholders.  By  the  corporate 

1  This  general  itatement  ia,  of  ooune,  aabjeet  to  the  qualifioatioa  aiklnc  from  in- 
•qualitiea  of  income.  That  qualifieation  ehouU  be  borne  in  mind  idienever  we  treat  ci 
the  relation  between  utafity  and  price.  The  preaent  paper  doea  not  undertake  to  eon- 
aider  the  far-reaching  queations  involved,  or  the  extent  to  which  maTimum  aatief action 
ia  or  ia  not  reached  by  the  play  of  demand  under  different  aorta  of  eocial  oonditiona. 
AMoming,  aa  we  may  for  the  purpose  in  hand,  that  the  fiiisting  distribution  of  wealth  b 
inst  and  the  consequent  play  of  consumers'  demand  oondueive  to  a  just  distrjIniAioik  of 
Htkfaetions,  we  may  identify  vendibility  with  utility  and  accept  the  general  prapontioD 
■tated  above.  ■ 


MABKBT  PRICE  400 

organization  of  indiistiy  risk  is  divided  and  limited, 
investment  is  made  easier  and  more  tempting,  accumu- 
lation of  capital  is  encouraged,  ventures  in  new  fields  are 
enormously  promoted.  Transferability  of  shares  con- 
duces to  the  same  ends.  A  person  is  more  likely  to  in-, 
vest,  especially  in  novel  and  hazardous  enterprises,  if  he 
knows  that  m  case  of  doubtful  prospects  or  of  change  in 
his  own  circumstances,  a  sale  can  be  made  to  another 
who  is  willing  to  step  into  his  place.  There  is  no  need  of 
dilating  on  the  topic.^  It  raises  questions  of  the  sort  that 
must  be  considered  and  if  possible  answered  about  the 
whole  system  of  private  property  and  capitalist  control 
of  industiy.  They  are  questions  of  pros  and  cons,  of  the 
balance  of  advantages  and  disadvantages,  of  the  accept- 
ance of  unwelcome  concomitants  because  the  general 
results  are  the  best  within  reach.  Veiy  disagreeable 
things  happen  on  the  stock  exchange,  but  perhaps  the 
institution  is  none  the  less  worth  while  and  may  even  be 
thought  indispensable.  What  I  wish  here  to  emphasizej 
is  that  th§  discussion  must  take  a  veiy  different  tum^ 
from  that  about  commodity  speculation.  The  bearing', 
of  the  two  classes  of  speculative  dealings  on  social  wel-  - 
fare,  their  justification  or  lack  of  justification,  must  be 
considered  for  each  on  groxmds  of  its  own. 

To  return  now  to  the  main  thread  of  the  reasoning. 
It  bears  upon  a  question  which  at  first  sight  may  seem 
remote — that  of  dumping  sales.  A  search  is  of  ten  made 
for  some  out-of-the-way  and  periiaps  obscure  market, 
vfhsm  there  is  difficulty  in  disposing  of  current  output  at 
going  prices.  According  to  the  traditional  reasoning,  a 
producer  need  never  have  any  real  difficulty  in  disposing 
of  the  whole  of  his  product  or  of  having  on  his  hands 

^  I  TaiUire  to  itf er  to  wbat  I  have  mU  in  my  Frindptei  of  Boonomki,  ehapi.  • 
mndll. 
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what  he  calls  a '^ surplus."  He  simply  needs  to  lower  his 
price;  a  large  quantify  will  then  be  disposed  of.  In  fact, 
however,  a  reduction  in  price  is  apt  to  lead,  within  the 
penumbra  and  for  sales  to  the  trade,  not  to  larger  sales 
:but  to  smaller.  For  a  period  of  time  which  seems  to  the 
business  man  a  long  one  (and  indeed  is  the  only  period 
which  he  usually  takes  into  consideration),  and  for 
sales  to  the  persons  with  whom  he  deals  directly,  the 
probabilities  seem  to  him  the  reverse  of  those  indicated 
by  the  economists.  **The  trade"  will  not  buy  more,  r 
nay  may  hold  off  for  a  considerable  time  and  not  buy  at  I 
all,  in  expectation  of  a  possible  still  greater  reduction  in  \ 
price.  Hence  follows  a  search  for  some  market  where 
additional  sales  can  be  made  without  spoiling  the  cus- 
tomary market.  Various  devices  are  resorted  to  in  order 

,    to  reach  this  end.  Cjoods  are  put  out  without  the  usual 

•  brand,  or  are  sold  surreptitiously  to  a  few  favored  pur- 
chasers, with  stipulations  agaiost  resale  or  requirements 
concerning  resale  prices.  Sales  for  export  are  also  used 
for  this  purpose,  especially  if  the  exports  are  sporadic 
and  do  not  form  a  large  proportion  of  the  total.  Where 
indeed  export  business  is  carried  on  regularly,  the  ex- 
port market  becomes  as  sensitive  as  the  domestic,  and 

\  needs  to  be  handled  with  the  same  caution.  Export  sales 
of  the  sporadic  type,  however,  would  seem  to  be  among 
the  phenomena  here  xmder  consideration. 

The  reasoning  has  a  bearing  also  on  war  prices,  war 
cpeculation,  price-fixiog  during  war  times.  Under  the 
abnormal  conditions  of  war  all  prevision  of  the  immedi- 
ate futiue  is  obscured.  In  a  host  of  transactions  it  is 
doubtful  whether  there  can  be  said  to  be  in  any  accurate 
sense  an  equilibrium  of  demand  and  supply.  Least  of 
all  is  an  eqiulibriimi  to  be  f  oimd  when  the  purchasers  in 

^  the  market  are  not  dealers  or  other  commercial  persons, 
but  government  agents.    No  question  can  enter  their 
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mind  concerning  ability  to  dispose  of  the  goods  to  the 
consuming  public.  Their  attitude  is  simply  that  they 
must  have  the  goods,  irrespective  of  price.  If  the  price 
of  the  commodity  they  want  goes  up,  they  may  become 
uneasy,  panic  struck,  and  in  hot  haste  may  buy  9iiore, 
for  fear  that  the  supply  will  not  hold  out.  Something 
of  this  sort  happened  in  the  spring  of  1917,  when  agents 
of  the  Allied  governments  bought  wheat  in  Chicago  at 
almost  any  price  asked,  determined  to  get  their  supply 
and  fearfid  lest  it  should  not  be  obtainable  at  a  latw 
date.  For  them,  moreover,  consumers'  demand  was 
quite  immaterial  The  governments  which  bought  the 
breadstuffs  were  ready  to  resell  to  consumers  at  a  loss, 
if  general  expediency  so  prompted  them,  and  indeed 
did  this  on  a  large  scale.  Under  such  conditions  the 
penimibra  is  wide  and  price  is  quite  unpredictable. 


'/ 


No  one  supposes  that  economics  is  an  accurate 
science,  or  that  the  neat  arithmetic  or  diagrammatic 
illustrations,  the  mathematical  equations  and  deduc- 
tions, conform  to  the  facts  of  the  market.  They  stand 
only  for  tendencies;  they  are  compact  statmnents  of  ^ 
the  underiying  trend.  We  are  tempted  by  our^instinot 
of  ratiocination  to  state  the  tendencies  with  undue 
sharpness  of  definition.  For  purposes  of  exposition  we 
are  quite  justified  in  doing  so.  It  is  inciunbent  on  us, 
however,  to  go  further,  and  to  set  forth  as  explicitly  as 
we  can  in  just  what  way  the  tendencies  work  out  and 
how  our  statements  of  them  need  to  be  modified  in  view 
of  the  complexities  and  disturbances  of  actual  life.  It  is 
chiefly  as  a  contribution  to  this  end  that  the  present 
paper  is  offered. 

F.  W.  Taubsig. 

Habyabo  UimmnTT. 


THE  MEAT-PACKING  INVESTIGATION: 

A  REPLY 

SUMMARY 

History  of  the  invcBtigation.  Growth  and  position  of  the  packing 
companies,  414.  —  The  stockyards  situation,  417.  —  FluetuationB  in 
the  price  of  live  stock,  420.  —  The  charge  of  combination,  421.  —  The 
PkJmer-PadEer  agreement^  429. 

As  an  appraisal  of  the  value  of  the  Federal  Trade 
Commission's  Report  on  the  Meat  Packing  Industry, 
Dr.  Virtue's  article  in  the  August,  1920  issue  of  this 
Journal  does  not  tell  the  whole  story.  It  is  true  that 
he  frequently  points  out  the  shortcomings  of  the  Com- 
mission's evidence  and  findings,  but  he  fails  to  mention 
so  many  evidences  of  suppression  of  data,  insinuation, 
and  other  outstanding  weaknesses,  that  one  is  tempted 
to  think  that  his  article  is,  at  least  in  part,  a  justificar 
tion  of  the  general  conclusions  of  the  Trade  Commis- 
fflon,  by  whom  he  was  employed  during  a  part  of  the 
investigation.  To  what  extent  Dr.  Virtue's  personal 
q^inions  are  justified  by  his  careful  selection  of  data 
from  the  report  will  appear  in  the  following  comments 
on  his  article.^ 

I.  History  of  thb  Investigation 

In  the  main,  Dr.  Virtue's  description  of  the  steps  that 
led  up  to  the  Federal  Trade  Commission's  investigation 
is  accurate,  altho  there  are  one  or  two  important  omis- 

>  liis  proper  to  ■tote  that  Dr.  '^^rtue  wm  engaced  by  the  Trade  CommiMion  to  do 
editorbl  work  on  that  part  of  the  report  which  dealt  wHhperiahable  food.  He  took  no 
ptet  in  the  meat  inveeticataon,  and  his  article,  on  whidi  Mr.  Weld  here  oommenta, 
waa  baaed  entirely  on  the  pnbliahed  mmteriaL  It  ia  proper  to  atate  alao  that  the  ar- 
tiole  waa  prepared  at  the  regneat  of  the  editon  of  thia  JanmaL — BdUon, 
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sions  and  one  or  two  unwarranted  assumptions  which 
place  the  matter  in  a  somewhat  false  light. 

For  example,  it  is  said  that  the  so-called  Borland 
resolution,  which  provided  for  a  Congressional  investi- 
gation of  the  meat  industry,  was  lolled  because  the 
opposition  of  the  packers  was  so  effective.  It  is  true 
that  the  packers  fought  the  passage  of  this  resolution  by 
every  legitimate  means  because  they  were  afraid  of  a 
one-sided  investigation  instead  of  an  impartial  inquiry. 
The  resolution  itself  directed  the  Federal  Trade  Com- 
mission ''to  investigate  and  report  to  the  House  of 
Representatives  the  facts  relating  to  any  or  all  violar 
tions  of  the  anti-trust  laws  of  the  United  States"  by  the 
large  packing  companies,  so  that  the  very  wording  of 
the  resolution  indicated  an  assumption  that  the  packers 
were  guilty. 

Dr.  Virtue  refers  to  a  conference  on  the  question  of 
the  proposed  investigation  held  on  January  31,  1917, 
where  it  appeared  that  the  views  of  Mr.  Edward  N. 
Hurley,  then  Chairman  of  the  Federal  Trade  Conmiis- 
fflon,  were  at  variance  with  those  of  certain  advisers  of 
the  President.  Headdsthaf  on  the  same  day  Mr.  Hur- 
ley resigned."  Is  this  an  insinuation  that  Mr.  Hiu*ley 
resigned  because  of  a  misunderstanding  or  disagreement 
about  the  proposed  investigation?  If  so,  it  is  without, 
foundation.  Mr.  Hurley's  resignation  was  reported  in 
the  press  of  January  5,  1917,^  altho  it  took  effect  on 
the  31st.  There  is  no  connection  between  Mr.  Hiu'ley's 
resignation  and  the  conference  that  took  place  on  the 
31st  of  January. 

After  the  investigation  by  the  Federal  Trade  Com- 
mission was  finally  started,  Dr.  Virtue  ri^tfully  inti- 
mates that  the  packers  stood  ready  to  codperate  with 


>  See  N«w  York  TSmw  of  jMraary  6,  1917.    The  pt«M  dtapeleb  wae  dsM  Wad^ 
Ingion,  jADOAry  4. 
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the  government.  Ab  r^aids  crimination  and  lecrimi^^ 
tion  on  prooedme,  fairness  of  the  hearings,  and  the  like, 
^liiioh  appeared  as  the  inquiry  proceeded,  he  says: 
''About  these  contentions  we  need  not  here  concern  omv 
sdves."  In  other  words,  in  an  article  in  which  one's 
object  is  to  give  a  dispassionate  view  of  the  value  of  the 
Federal  Trade  Commission's  investigation,  he  does  not 
consider  it  necessary  to  pass  on  the  fairness  or  unfair- 
ness of  the  methods  employed  by  the  Federal  Trade 
Commission  in  its  investigation.  Since  it  has  been  estab* 
lished  that  the  hearings  of  the  Trade  Commission  were 
ex  parte  f  and  that  other  methods  used  in  the  investiga- 
tion were  unfair  and  one-sided,  failure  to  discuss  this 
subject  would  appear  to  be  unfortunate.^ 

II.  Growth  and  Pbesent  Position  op  the 
Labge  Packing  Cobcpanies 

The  figures  selected  by  Dr.  Virtue  to  illustrate  the 
growth  and  present  size  of  the  large  packing  companies 
are  not  in  themselves  open  to  criticism,  except  perhaps 
that  he  resorts  too  much  to  combined  figures  for  the  five 
large  packers,  without  warning  the  reader  that  such 
figures  are  of  little  significance  unless  it  can  be  shown 
that  the  five  packers  operate  in  collusion  with  each 
other.  His  reference  to  the  'dominant  position  of  the 
large  packers"  *  and  his  use  of  the  word  ''control,"  > 
appear  to  assume  a  significance  that  does  not  exist. 

pr.  Virtue  sajrs  that  everybody  knows  of  the  ''prac- 
tical disappearance"*  of  local  daughtering,  but  says 
later  that  llie  1909  census  figures  show  that  "only  about 
60  per  cent  of  beeves  are  handled  through  meat-packing 

>  See  Swift  aad  Oompaoy'a  AuUjfrie  aad  Critidm  of  Pt  n  of  the  Bapoci  of  the 
Federal  T^ade  Commiirfon,  pp.  IM>.  Thia  aubjeet  haa  abo  bean  dereloped  in  Tarioya 
Coograaaloiial  heaiinfla  bgr  the  writer  and  othota. 

•  FaeaMS.  • 
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establishments."  The  rest  were  handled  through  local 
retail  slaughtering  houses,  or  were  killed  on  farms. 
There  has  probably  been  a  somewhat  larger  proportion 
killed  in  meat-packing  establishments  in  1920,  but 
surely  not  enou^  to  justify  his  reference  to  the  ^'prao- 
tical  disappearance  of  local  slaughtering." 

This  point  is  significant  in  connection  with  Dr.  Vir* 
tue's  defense  of  the  Federal  Trade  Commission's  con- 
tention that  locally  killed  animals  should  not  be 
included  in  measuring  the  '^contn^"  that  the  large 
packers  may  have  of  the  meat  supply  of  the  nation. 
He  says  that  the  census  figures,  which  show  such  a  large 
proportion  of  animals  killed  on  farms  and  in  retail 
shops,  indicate  only  ''that  there  are  certain  geographical 
areas  to  which  the  supposed  monopoly  does  not  ex- 
tend." ^  He  then  refers  to  the  sixty  or  seventy  millions 
of  people  in  cities  and  villages  who  are  ''dependent  upon 
centralized  slaughter  for  their  supply  of  meat." 

In  the  first  place,  it  is  not  true  that  there  are  "cer^ 
tain  geographical  areas"  to  which  the  activities  of  the 
packers  do  not  extend.  The  farm  kill  and  the  countiy 
butcher  kill  take  place  all  over  the  country  in  com- 
munities where  the  large  packers  are  selling  meats 
continuously.  In  other  words,  the  large  packers  are 
competing  directly  at  all  times  with  retail  butchers  who 
slaughter  all  or  a  part  of  their  own  meat,  and  they  are 
also  in  competition  directly  with  the  farmers  them- 
selves who  kill  their  own  animals.  Such  farmiers,  except 
perhaps  a  few  who  are  situated  at  a  long  distance  from 
the  railroads,  have  the  option  of  killing  their  own  ani- 
mals or  of  buying  meats  at  the  local  butcher  shop  where 
meats  prepared  by  the  large  packers  are  handled. 
Furthermore,  Dr.  Virtue  overlooks  the  fact  that  eveiy 
animal  killed  on  farms  is  part  of  a  potential  supply  that 

*  Fl«t08& 
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might  be  shipped  to  central  markets  and  sold  as  meat  in 
distant  cities.  As  a  matter  of  fact,  if  the  packers, 
through  collusion,  increased  the  price  of  meats  by  as 
much  as  one  or  two  cents  a  poimd,  there  is  no  question 
but  that  a  large  part  of  this  potential  supply  would 
quickly  find  its  way  in  the  form  of  meats  to  those  seo^ 
tions  of  the  coimtry  where  the  price  had  been  artificially 
raised. 

In  explaining  the  extent  to  which  the  packers  handle 
other  products  than  meats,  Professor  Virtue  quotes  the 
Federal  Trade  Commission  to  the  e£fect  that  the  five 
packers  handle  about  ''half  the  poultry,  eggs,  and  cheese 
in  the  main  channels  of  interstate  conunerce."  ^  It  is  un- 
f ortimate  that  a  brief  reference  to  the  question  raised 
concerning  the  acciuacy  of  this  statement  is  confined  to 
the  fine  print  of  a  footnote.  Dr.  Virtue  says  that  in  1917 
one  company  handled  50  million  poimds  of  butter,  as 
an  indication  of  the  great  importance  of  the  packers  in 
this  field.  He  neglects  to  state  that  50  million  poimds 
was  less  than  4  per  cent  of  the  total  butter  produced  that 
year  in  the  United  States,  and  only  about  7  per  cent  of 
the  total  output  of  factory-made  butter.  The  five  large 
packers  together,  in  competition  with  each  other, 
handle  less  than  20  per  cent  of  the  butter,  eggs,  and 
poultry  marketed  in  the  United  States.  The  proportion 
for  cheese  is  higher. 

Dr.  Virtue  does  well  to  point  out  the  xmfaimess  of 
the  Conunission's  insinuation  with  regard  to  the  ''oleo 
legislative  pool,"  *  and  in  general  to  call  attention  to  the 
economic  reasons  for  the  handling  of  other  producte 
than  meats,  altho  the  facts  in  the  case  do  not  ''warrant 
the  fear  of  monopoly"  except  in  the  minds  of  those  who 
are  looking  for  something  to  fear  in  spite  of  what  the 


>  Page  630.  See  Swift  and  Company'e  AndyiiB,  p.  93,  for  diemiMion  of  this  eul^ 
Jeot.  and  for  flcareB  gWing  Swift  and  Gkunpany'a  proportion. 

*  Page  637. 
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facts  in  the  case  prove.  If  Dr.  Virtue  had  been  more 
inclined  to  point  out  the  unfairness  of  the  Trade  Com- 
mission's treatment  of  this  general  subject,  he  could 
have  mentioned,  for  example,  the  Commission's  sensar 
tional  statement  that  one  of  the  packers  in  1917  ''sold 
more  than  16,000,000  poimds  of  rice,  thus  becoming  at  a 
single  move,  on  the  statement  of  the  vice  president  of 
the  company, '  the  greatest  rice  merchant  in  the  worid.' 
During  this  period  the  wholesale  price  of  rice  increased 
65  per  cent."  ^  The  Trade  Commission  failed  to  men- 
tion the  fact  that  the  16  million  poimds  of  rice  handled 
by  one  packer  amoimted  to  only  about  1  per  cent  of  the 
total  amount  of  rice  consumed  in  the  United  States. 
Without  making  the  direct  statement,  the  Trade  Conn 
mission  tried  to  insinuate  that  this  packer  had  affected 
the  wholesale  price  of  rice. 

III.  The  Stockyards  Situation 

The  burden  of  Dr.  Virtue's  remarks  on  this  phase  of 
the  matter  appears  to  be  a  confirmation  of  the  Federal 
Trade  Commission's  charges  that  stockyards  ownership 
on  the  part  of  the  packers  has  resulted  in  an  unfortunate 
influence  over  commission  men  who  represent  Uve-stock 
shippers,  and  in  a  certain  measure  of  power  on  the  part 
of  the  packers  to  control  live-stock  prices.  He  also  up- 
holds the  Commission  in  its  contention  that  the  packers 
have  been  guided  more  by  a  desire  for  financial  profits 
and  an  opportunity  to  control  stockyards  practises  than 
by  a  desire  to  improve  the  services  and  facilities  of  the 
stockyards. 

The  case  of  the  Federal  Trade  Commission  and  Dr. 
Virtue  with  respect  to  packer  influence  over  commiscion 
men  and  control  of  prices  would  be  strongs  if 

>  Federal  Tnd&  Commiarion  B«port  on  Bfeat  PMkiiic<adiatnr,  Pt  I,  p.  288. 
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oould  bring  forth  one  single  bit  of  evidence  that  piices 
had  ever  been  manipulated  or  influenced,  or  that  oom- 
mifision  men  have  ever  let  up  in  their  efforts  to  get  the 
hifl^est  possible  price  for  their  clients,  the  shippers  of 
live  stock.  The  livenstock  buyers  of  the  packing  com- 
panies have  not  been  able  to  notice  that  commission 
men  are  any  less  zealous  in  their  efforts  to  get  high  prices 
in  packer-owned  yards  than  in  yards  owned  by  outside 
interests. 

Dr.  Virtue  attacks  the  contention  of  the  packers  that 
it  has  been  necessary  for  them  to  become  the  owners  of 
stockyards  in  order  to  provide  proper  facilities  and  serv- 
ice by  referring  to  evidence  in  the  report  of  the  Federal 
Trade  Commiscion  to  the  effect  that  in  practically  every 
instance  the  yards  at  the  various  live-stock  centers  were 
started  by  railroads  or  other  outside  companies  and 
later  acquired  by  the  packing  companies.  While  it  is 
true  that  most  of  the  stockyards  companies  were  started 
before  the  large  packers  became  owners,  the  contention 
of  the  packers  still  remains  true  as  a  general  proposition. 
Swift  and  Company  has  often  said  that  two  considera- 
tions were  involved  in  becoming  owners  of  stockyards: 
first,  to  iosure  adequate  facilities  and  efficient  service; 
and  second,  the  natural  desire  to  obtain  any  possible 
financial  returns  from  such  legitimate  enterprise.  The 
officials  of  Swift  and  Company  believe  'that  on  the  whole 
the  matter  of  developing  attractive  market  places  to 
which  live-stock  growers  would  ship  their  animals  has 
been  their  primary  consideration. 

The  trouble  with  the  examples  recited  by  Dr.  Virtue 
with  respect  to  such  yards  as  those  of  St.  Paul  and 
Sioux  City  is  that  the  Federal  Trade  Commission,  on 
whom  he  relied,  does  not  tell  the  whole  story.  It  is  true 
that  these  yards  were  started  by  interests  outside  the 
packing  industry.  Dr.  Virtue  goes  so  far  as  to  inform  us 
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that  the  St.  Paul  yaitls,  for  example,  were  a  financial 
failure  and  that  inducements  were  offered  to  Swift  and 
Company  to  take  them  over.  He  neglects  to  mention 
that  Swift  and  Company  reorganized  the  company,  im- 
proved facilities,  and  transformed  the  yards  from  a 
dilapidated,  unsanitary,  and  unattractive  mud-hole 
into  a  modem  and  sanitary  market  place.  This  was  not 
all  done  in  a  day,  but  from  first  to  last  there  have  been 
invested  himdreds  of  thousands  of  dollars  in  this  enter- 
prise, and  it  was  not  until  1916  that  any  dividends  have 
been  paid  —  and  since  then  only  at  the  rate  of  4  per 
cent.  Such  meagre  earnings  as  there  had  been  before 
1916  were  reinvested  in  the  business  to  improve  and 
extend  facilities.  Additional  money  raised  by  bond  and 
note  issues  has  also  been  used  for  this  purpose.  This 
St.  Paul  experience  is  typical  of  the  history  of  other 
stockyards  in  which  Swift  and  Company  has  been  in- 
terested, and  points  clearly  to  Swift  and  Company's 
contention  that  its  primary  interest  has  been  to  devdop 
efficient  service  and  facilities,  rather  than  to  make  a 
financial  profit  out  of  the  operation  of  the  yards. 

It  is  charged  that  the  packers,  through  their  owner- 
ship of  stockyards,  have  discriminated  against  small 
packers  or  have  prevented  them  from  obtaining  sites  for 
plants.  It  will  have  to  be  admitted  that  herein  lies  a 
power  that  might  be  abused,  and  yet  the  significant 
fact  is  that  the  Trade  Commission  has  not  been  able 
to  unearth  real  evidence  of  any  such  abuse  of  power. 
It  reUes  on  hearsay  and  the  complaints  of  prejudiced 
parties. 

Dr.  Virtue  says  that  a  dear  case  of  discrimination 
seems  to  be  made  out  at  the  Sioux  City  Yards.^  In  a 
footnote  he  says  that  Mr.  L.  F.  Swift,  during  Congree- 
sional  hearings,  tried  to  explain  away  these  chargesi 
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''but  his  remarks  are  not  convindng'';  he  adds  that 
remarks  miade  by  the  attorney  of  Swift  and  Company, 
Mr.  Veeder,  ''tend  to  take  the  edge  o£f  the  charge  of 
discrimination."  The  writer  would  invite  any  reader  of 
this  article  who  is  interested  in  studying  the  matter 
thoroly  to  read  the  references  cited  by  Dr.  Virtue  and 
also  to  read  the  testimony  and  cross-examination  of  the 
writer  before  the  House  Committee  on  Agriculture.^ 
It  will  be  found  that  there  is  no  basis  for  the  charge  of 
the  Federal  Trade  Commission. 

As  for  the  rendering  companies  located  at  stockyards, 
both  the  Federal  Trade  Commission  and  Dr.  Virtue 
have  given  this  matter  imdue  prominence.  It  is  true, 
however,  that  there  is  usually  but  one  rendering  com- 
pany in  connection  with  the  stockyards,  and  that  such 
company  has  virtually  a  monopoly  of  the  business. 
Dr.  Virtue  rightly  calls  attention  to  the  claim  of  the 
packers  that  this  business  is  usually  not  large  enough 
for  more  than  one  plant  to  handle,  and  that  it  can  be 
handled  most  efficiently  through  one  company.  It  re- 
mains to  be  proved  that  these  rendering  companies  have 
not  been  operated  satisfactorily,  or  that  they  have  not 
paid  a  reasonable  price,  on  the  average,  for  their  raw 
materials. 

IV.  Fluctuations  in  Prices  op  Live  Stock 

Dr.  Virtue  is  correct  when  he  says  that  the  Federal 
Trade  Commission  resorted  to  only  "general  observa- 
tions and  conclusions"  on  the  subject  of  price  fluctua- 
tions, and  that  its  findings  are  not  conclusive  as  to 
whether  the  packers  manipulate  prices.  He  is  also  cor- 
rect when  he  points  out  that  the  live-stock  feeder 
necessarily  runs  a  greater  risk  in  his  operations  than 
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does  the  packer  because  the  feeder  has  to  begin  his 
operations  such  a  long  time  before  he  markets  his 
products. 

There  is,  however,  one  extremely  important  fundar 
mental  fact  in  this  connection,  viz.,  that  the  lesser  time 
risk  of  the  packer  is  largely  counterbalanced  by  the 
extremely  small  margin  of  profit  on  which  the  packer  is 
forced  to  do  business.  The  packers  do  not  benefit  from 
the  sudden  price  fluctuations  that  occur  and  they  have 
often  stated  that  they  are  anxious  to  do  anything  th^ 
can  to  prevent  these  fluctuations.  In  fact,  the  packers 
have  sought  to  cooperate  with  live-stock  raisers  to  find 
means  to  bring  about  a  more  orderly  marketing  of  live 
stock  and  to  bring  about  a  more  stable  market. 

V.  The  Chabgb  op  Cokbination 

In  his  treatment  of  this  most  important  problem  of 
all  —  the  question  whether  the  large  packers  act  in  col- 
lusion —  Dr.  Virtue  rightly  points  out  that  there  is  no 
positive  evidence  that  an  agreement  exists.  His  selec- 
tion of  evidence  from  the  Federal  Trade  Commission 
Report,  however,  indicates  an  attempt  to  vindicate  a 
suspicion  that  lurks  in  his  own  mind  to  the  effect  that 
there  is  some  kind  of  combination.  In  recoimting  in- 
stances furnished  by  the  Federal  Trade  Commission  he 
does  not  tell  the  whole  story. 

He  begins  by  reviewing  the  Federal  Trade  Commis- 
sion's accoimt  of  the  dressed-meat  pools  that  existed 
before  1902.  He  incorrectly  states  that  the  '^ almost 
continuous"  arrangement  from  1885  to  1902  was  for  the 
purposeof  fixing  of  beef  prices."  The  pools  during  the 
nineties  did  not  fix  beef  prices.  They  had  to  do  with  the 
allotment  of  shipments  of  fresh  beef  to  various  eastern 
markets  in  order  to  prevent  recurrent  gluts  and  scard- 
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ties.  His  statement  that  the  packers  have  admitted 
that  a  '^combinatioii  was  in  force  during  this  period''  is 
misleading.  The  packers  have  of  course  admitted  that 
they  had  this  arrangement  for  allocating  beef  shipmentSi 
but  they  have  never  admitted  that  this  was  an  ill^^ 
combination  in  restraint  of  trade.  Dr.  Virtue  describes 
the  injunction  of  1903  as  prohibiting  among  other  things 
the  fixing  of  the  quantities  of  meat  shipped.  He  neglects 
to  mention  that  the  injunction  at  that  time  contained 
the  following  specific  clause: 

Nothing  herein  shall  be  construed  to  prohibit  the  said  defendants 
.  .  .  from  curtailing  the  quantity  of  meats  shipped  to  a  given  mar- 
ket where  the  purpose  of  such  arrangement  in  good  faith  is  to  pie- 
vent  the  oveivaccumulation  of  meats  as  perishable  articles  in  such 
markets.^ 

The  Federal  Trade  Conmdssion  also  omitted  this  clause 
from  its  account  of  the  injimction.*  In  other  words,  the 
injunction  specifically  permitted  the  continuance  of 
the  very  practise  for  which  the  live-stock  pool  was  or- 
ganized; and  the  pool  was  discontinued,  not  because  it 
was  illegal  and  not  because  it  was  prejudicial  to  the 
public  interest,  but  because  the  packers  felt  it  would  be 
the  better  policy  to  do  away  with  an  arrangement  which 
the  public  did  not  like  and  did  not  understand. 

In  his  description  of  the  movement  to  merge  the 
packing  interests  in  1903  and  the  subsequent  formation 
of  the  National  Packing  Company,  which  continued  in 
business  imtil  1912,  Dr.  Virtue  does  the  packers  less  in- 
justice than  does  the  Federal  Trade  Commission,  but 
even  here  he  seems  to  question  the  conclusiveness  of  the 
court  trial  of  1912  as  a  vindication  of  the  packers.  If  he 
had  been  more  concerned  with  an  examination  of  the 
usefulness  of  the  Commission's  report  he  would  have 
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pointed  out  that  the  only  reference  made  by  the  Gom« 
mission  to  this  important  case  is  contained  in  the  follow- 
ing words: 

.  .  •  after  the  failure  of  a  criminal  prosecution  it  (the  National 
Ptuddng  Company)  was  liquidated  in  order  to  avoid  a  dvil  suit.^ 

The  1912  case  had  to  do  with  the  question  of  whether 
the  National  Packing  Company  constituted  a  conspir- 
acy in  restraint  of  trade.  There  was  a  criminal  prose- 
cution and  a  jury  trial,  which  lasted  three  months, 
and  the  verdict  was  —  "Not  guilty,"  The  decision  of 
the  court  was  therefore  at  variance  with  the  assump- 
tion of  the  Federal  Trade  Commission  that  the  pooling 
practises  of  the  earlier  period  had  been  carried  out 
through  meetings  of  the  directors  of  the  National  Pack- 
ing Company. 

As  for  other  evidence  of  combination  produced  by 
the  Federal  Trade  Commission,  Dr.  Virtue  refers  to  in- 
structions issued  to  buyingnstation  managers  so  that 
they  would  avoid  putting  anything  into  writing  that 
had  the  appearance  of  an  agreement  contrary  to  law.' 
Later  on  he  says:  "Yet  one  cannot  read  the  corre- 
spondence without  feeling  that  the  Chicago  office  was 
more  concerned  to  avoid  the  appearance  of  evil  than  to 
avoid  the  evil  itself." '  He  also  says  that  the  packers 
admit  there  is  a  tendency  among  managers  to  agree  on 
price  policies  with  their  competitors.^  These  references 
apply  principally  to  Swift  and  Company's  coimtry  sta- 
tions for  buying  cream  and  eggs.*  He  neglects  to  men- 
tion that  the  Federal  Trade  Commission  suppressed 
docmnentary  evidence  taken  from  the  files  of  Swift 
and  Company  which  contained  positive  instructions  to 
country  agents  to  refrain  from  all  kinds  of  price  agree- 
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ments  as  well  as  to  avoid  the  semblance  of  collusion. 
In  Swift  and  Company's  AndlysiB^  Swift  and  Com- 
pany reproduces  the  positive  evidence  which  clears  up 
this  point.  It  appears,  therefore,  that  Dr.  Virtue  has 
followed  the  same  policy  as  the  Federal  Trade  Com- 
mission, and  that  his  statement  on  this  matter  is  unfair 
and  one-sided. 

As  for  his  reference  to  the  Trade  Conunission's  chai^ 
that  there  is  ^'rotation  in  price  cutting/'  Dr.  Virtue 
admits  that  the  evidence  adduced  by  the  Federal  Trade 
Commission  is  ''not  conclusive/'  and  represents  ''state- 
ments of  parties  claiming  to  be  injured  by  the  practice.'^* 
He  thinks,  however,  that  the  Trade  Commission's 
charges  in  this  matter  point  to  "the  probability  of  an 
imderstanding."  As  a  matter  of  fact  the  evidence  on 
this  point  is  worthless; '  unfounded  charges  should  not 
be  accepted  as  cimiulative  evidence  pointing  toward  an 
imderstanding.  Again,  Dr.  Virtue  seems  to  think  there 
is  some  significance  in  the  fact  that  a  representative  of 
the  Cudahy  Packing  Company  wrote  to  the  Western 
Meat  Company,  a  Swift  concern,  that  he  thought  6} 
cents  would  be  a  fair  market  figure  for  certain  cattle,^ 
and  in  the  fact  that  Mr.  Sulzberger  kept  memoranda 
(referred  to  sensationally  by  the  Federal  Trade  Com- 
mission as  the  "Black  Book")  of  interviews  that  he  had 
with  various  other  packers  at  infrequent  intervals. 
Dr.  Virtue  himself  admits  that  there  is  no  evidence  of 
combination  in  these  memoranda.  He  could  have 
gone  further  and  pointed  to  positive  evidences  that 
competition  had  reigned  and  that  no  fixing  of  prices 
or  of  price  policies  had  resulted  from  such  informal 
exchange  of  opinion.  And  yet  Dr.  Virtue  cites  these 
instances  as  tho  they  furnished  f lurther  cumulative  evi- 
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dence  leading  up  to  a  conclusion  which  he  apparently 
wants  to  reach. 

Dr.  Virtue  then  goes  on  to  discuss  the  '^  question  of 
a  live-stock  pool/'  ^  that  interesting  phenomenon  on 
which  the  Federal  Trade  Commission  principally  bases 
its  claim  that  the  packers  act  in  collusion.  It  is  assumed 
by  the  Federal  Trade  Commission  that  since  the  per- 
centage of  purchases  taken  by  each  of  the  five  large 
packers  remains  approximately  constant  from  year  to 
year,  there  must  be  an  agreement  between  the  large 
packers  to  divide  these  purchases  among  themselves. 
Dr.  Virtue,  altho  admitting  that  there  is  no  positive 
evidence  of  an  agreement  to  divide  pmx^hases,  has  cer- 
tainly scrutinized  the  material  offered  by  the  Trade 
Commission  with  great  thoroness  in  order  to  find  those 
bits  of  evidence,  which,  by  themselves  and  without 
proper  explanation,  seem  to  bear  out  the  Trade  Com- 
mission's conclusion.  He  quotes  from  letters  taken  from 
the  files  of  the  Cudahy  Packing  Company  where  refer- 
ences are  made  to  "our  30  per  cent,"  ''all  we  are  en- 
titled to  is  30  per  cent,"  etc.  To  be  sure,  he  introduces 
in  a  footnote  in  fine  print  the  fact  that  the  packers  have 
mentioned  that  these  expressions  simply  mean  the  u&- 
ual  share  or  percentage  which  each  packer  natiually 
seeks  to  midntain,  and  that  such  expressions  are  com- 
mon in  all  industry.  He  overlooks  the  fact,  however, 
that  the  very  excerpts  he  has  chosen  furnish  proof 
that  there  was  no  agreement  to  divide  purchases.  For 
example,  take  the  Cudahy  letter  where  the  writer 
said,  "The  trouble  is  that  there  ought  to  be  about 
106  per  cent  to  satisfy  everybody."  *  When  the  situ- 
ation is  properly  imderstood,  this  expression  contains 
a  world  of  meaning.  It  simply  signifies  that  each 
packer  is  trying  to  get  as  laige  a  proportion  as  he 
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can,  witiiout  bringing  about  cutthroat  and  destructive 
competition.' 

Dr.  Virtue  considers  the  Armour  letter  referring  to 
tile  '^60-60  basis"  at  Denver  as  ''more  to  the  point/' 
but  he  does  not  esqplain  that  tiie  Federal  Trade  Com- 
mission suppressed  figures  which  diowed  that  Armour 
had  been  substantially  falling  behind  on  its  percentage 
of  cattle  purchases  in  that  market.^  The  suppressed 
figures  not  only  prove  that  purohases  wero  not  being 
divided  arbitrarily,  but  also  explain  the  concern  that 
was  voiced  in  the  Armomr  letter,  about  that  company's 
inability  to  handle  as  much  as  Swift  and  Company  in 
that  market. 

He  is  fair  enough  to  state  briefly  the  packer's  ex- 
planation of  the  approximately  constant  percentages,' 
altiio  he  belittles  this  explanation  by  offering  two  or 
three  additional  bits  of  evidence  which  he  thinks  have 
an  important  bearing  on  the  subject.'  He  considers  it 
significant  that  the  packers  had  been  keeping  records  of 
these  percentages  in  their  own  files.  If  he  could  realize 
how  carefully  Swift  and  Company,  for  example,  follows 
tiiese  percentages  from  month  to  month,  merely  to  keep 
a  line  on  its  progress  in  the  face  of  keen  competition,  he 
would  not  be  surprised  at  this  fact.  He  can  come  to 
Swift  and  Company's  ofiSce  at  any  time  and  see  how 
these  records  are  kept,  and  what  use  is  made  of  them. 
He  again  refers  to  the  Sulzbeiger  memoranda  in  the 
''Black  Book,"  whero  percentages  are  mentioned,  but 
admits  that  the  information  there  is  "scrappy,"  and 
"capable  of  more  than  one  interpretation."  He  does  not 
explain  that  the  Sulzberger  company  was  at  that  time 
having  difiSiculty  in  keeping  up  in  the  competitive  race, 
that  the  occasional  informal  conferences  were  pre- 
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liminary  to  an  attempt  to  dispose  of  the  Sulzberger 
interests,  and  that  these  incidents  culminated  in  a  re- 
organization of  the  company  under  the  name  of  Wilson 
and  Company.  There  is  positively  no  evidence  that  the 
exchange  of  information  in  these  conferences  was  used 
as  a  basis  for  arbitrary  determination  of  purchase 
percentages. 

In  concluding  on  this  matter,  Dr.  Virtue  admits  the 
''soundness  and  practical  wisdom"  of  the  reasoning  of 
packer  representatives,  but  he  leaves  the  discussion 
more  or  less  up  in  the  air  when  he  adds  that  '4t  raises  a 
question  as  to  what  kind  of  competition  is  left  after 
destructive  competition  is  eliminated."  Periiaps  the 
present  writer  maybe  able  to  hazard  one  or  two  thoughts 
which  will  help  to  answer  this  question. 

If  prices  respond  quickly  and  accurately  to  changes 
in  supply  of  live  stock  and  to  changes  in  demand  for 
meat;  if  each  competitor  strives  with  all  his  ability  to 
keep  down  operating  expenses  and  to  improve  the 
quality  of  his  products;  if  there  is  ample  evidence  that 
profits  are  at  a  minimum  and  that  there  is  no  arbitrary 
power  to  swell  these  profits  by  price  manipulation;  if 
there  are  plenty  of  positive  and  obvious  evidences  that 
there  is  keen  rivalry  and  competition  in  the  purchase  of 
live  stock  and  in  the  sale  of  meats ;  if  there  is  evidence 
that  there  are  plenty  of  other  companies  outside  of  those 
in  question  who  offer  effective  competition;  then  one 
might  safely  conclude  that  even  if  ''destructive  com- 
petition" has  been  eliminated  there  remains  the 
healthiest  possible  kind  of  competition  —  the  kind  that 
results  in  the  greatest  possible  service  to  the  conmiunity 
at  large  at  the  least  possible  expense. 

Dr.  Virtue  then  turns  to  what  he  calls  "collusive 
practices  in  buying  "  ^  —  a  discussion  of  what  are  known 
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to  the  belief,  ''that  the  theory  of  a  combination  is  more 
credible  than  the  explanations/'  In  other  words,  altiio 
no  evidence  of  combination  is  f omid  after  a  most  search- 
ing examination;  altho  not  a  single  instance  of  a  manip- 
ulated price  is  discovered;  altho  there  is  no  evidence 
that  a  monopoly  profit  has  been  exacted  in  the  pack- 
ing industry;  altho  the  case  of  the  Federal  Trade  Com- 
mission has  been  built  up  through  misrepresentation, 
through  suppression  of  vital  facts,  and  through  insinuar 
tions  and  innuendo;  one's  mind,  made  up  in  the  begin- 
ning that  there  must  be  a  combination,  still  clings  to 
this  idea  in  spite  of  all  positive  evidence  to  the  contrary. 
And  even  with  this  disclosure  of  the  state  of  Dr.  Vir- 
tue's mind,  we  find  that  he  is  forced  to  come  to  the 
ultimate  conclusion  that  there  is  merely  a  ''dangerous 
probability  of  monopoly,"  ^  rather  thim  that  there  is 
actually  a  monopoly  in  existence.  To  come  to  such  a 
conclusion  after  such  a  seemingly  studied  attempt  to 
bring  together  all  of  the  most  damaging  evidence  that 
can  be  found,  and  after  omitting  to  mention  the  num- 
erous instances  in  which  the  Federal  Trade  Commission 
suppressed  data  which  controvert  its  own  contentions, 
is  indeed  significant.  If  Dr.  Virtue  cannot  make  out  a 
case  against  the  packers  after  his  experience  as  an  emr 
ployee  of  the  Federal  Trade  Commission,  combined 
witii  his  experience  as  a  trained  economist,  no  one  can. 

VI.  The  Palmeb-Packeb  Agreement 

Not  much  remains  to  be  said  about  Dr.  Virtue's  dis- 
cussion of  the  Palmer-Packer  agreement  and  the  pro- 
posed legislation.  He  might  have  mentioned,  however, 
that  the  September  and  October  investigation  by  tiie 
Federal  Grand  Jury  in  Chicago  in  1919  fidled  to  return 
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an  indictment.  He  might  have  mentioned  that  in  the 
consent  decree,  as  finally  issued,  the  first  paragraph 
specifically  says  that  the  packers  admit  no  guilt  and 
that  they  are  not  adjudicated  guilty.  Dr.  Virtue  seems 
to  realize  that  the  decree  results  in  a  backward  step 
from  an  economic  point  of  view,  and  that  it  is  not  in  the 
interest  of  efiSdency. 

On  the  question  of  l^islation,  Dr.  Virtue  is  non- 
committal. He  recites  the  provisions  of  the  radical  laws 
that  have  been  given  consideration  in  Congress  and 
comes  to  the  conclusion  that  the  question  is  whether  the 
meat-packing  industry  is  to  be  considered  as  a  public 
utility,  or  whether  it  should  be  treated  as  a  private 
industry.  He  might  well  have  pointed  out  that  altho 
tile  stockyards  might  be  considered  as  public  utilities 
the  packing  industry  itself  is  a  private  industry  because 
it  has  no  natural  monopoly  and  because  it  buys  and 
sells  merchandise  at  fluctuating  prices  just  like  any  other 
private  industry.  If  the  packing  industry  is  to  be 
placed  imder  the  supervision  of  a  government  commis- 
sion with  power  to  enforce  such  rules  and  regulations  as 
it  may  promulgate,  there  is  just  as  much  reason  why 
every  steel  mill  and  every  cotton  mill  should  be  placed 
under  this  form  of  radical  supervision.  The  time  has  not 
arrived  when  economists  or  when  the  American  public 
want  the  government  to  step  in  and  endanger  the  effi- 
ciency of  a  law  abiding  and  efficiently  operated  private 
industry  through  bureaucratic  control.  The  tendency 
among  thinking  people  is  undoubtedly  in  the  opposite 
direction. 

L.  D.  H.  Weld. 

Swift  and  CoMPANTy 
Chicaoo,  III. 
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The  time-honored  British  constitution  has  been  much 
shaken  by  the  stresses  and  strains  of  recent  years. 
Even  before  the  war  there  were  signs  of  increasing  di£S- 
culty  in  the  working  of  the  parliamentary  system.  Gov- 
ernment by  discussion,  as  patriotic  Englishmen  liked  to 
describe  it,  was  open  to  indictment  on  three  separate 
counts. 

First,  the  volmne  of  parliamentary  business  had 
grown  so  great  that  time  was  lacking  in  which  to  dispose 
of  it  by  the  traditional  methods.  Through  control  over 
the  order  of  business  in  the  House,  the  Cabinet  was 
gradually  absorbing  the  whole  power  of  legislation,  so 
far  as  measures  of  general  interest  were  concerned. 
Measures  of  private  and  local  interest  were  disposed  of 
by  provisional  orders  and  other  administrative  proc- 
esses which  left  to  Parliament  only  perfunctory  duties 
in  connection  with  such  matters.  The  ministers  and 
their  permanent  non-political  subordinates  were  absorb- 
ing the  substantial  functions  of  the  sovereign  Parliar 
ment,  just  as  the  latter  had  formerly  absorbed  those  of 
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the  sovereigQ  Crown.  Years  ago  people  had  learned 
that  the  king  reigned,  but  did  not  govern.  Now  sov- 
ereignty seemed  destined  to  slip  from  Parliament's 
weakening  grasp,  just  as  it  once  did  from  that  of  the 
King.  Only  the  Prime  Minister  and  his  associates 
seemed  able  to  handle  the  tremendous  engine  which 
unlimited  power  to  enact  legislation  has  become  in 
modem  times. 

A  second  cause  of  the  recent  decline  in  the  prestigje 
of  the  British  constitution  springs  from  the  inherent 
limitations  of  representative  government.  The  issue 
between  two  candidates  for  the  same  seat  in  parlia- 
ment is  primarily  personal.  Under  the  modem  practise 
of  party  government  through  representative  bodies  a 
paramoimt  issue  or  several  dominant  issues  or  even  a 
whole  party  program  may  be  involved  in  the  contest  of 
personalities.  But  the  niunber  of  issues  which  may  be 
simultaneously  determined  by  such  an  electoral  process 
is  not  great.  In  these  complicated  times,  however,  the 
number  and  variety  of  the  issues  which  come  before  the 
supreme  legislative  organ  of  a  great  empire  like  the 
British  is  very  great.  The  problems  of  imperial  defense 
and  of  finance,  the  relations  between  the  Empire  and  its 
self-governing  dominions,  the  government  of  Ireland, 
the  working  conditions  of  the  wage-earning  classes,  the 
relations  between  the  state  and  industry;  these  are  only 
a  few  of  the  issues  which  must  be  settled,  if  possible, 
with  the  xmgmdging  approval  of  the  largest  possible 
portion  of  the  people  of  the  realm.  Only  a  compara- 
tively few  can  be  settled  by  the  election  of  representa- 
tives, even  imder  the  most  favorable  conditions.  Under 
less  favorable  conditions  with  some  of  the  people 
thinking  of  one  set  of  problems,  and  others  thinking  of 
something  else,  a  popular  election  may  give  to  the 
representatives  of  the  people  no  clear  mandate  on  any- 
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thing.  In  the  language  of  political  science  the  general 
will  of  the  people  of  the  realm  cannot  be  expressed  by 
any  single  assembly  of  representatives.  In  the  United 
States  we  escape  some  of  the  limitations  of  a  represen- 
tative government  like  that  of  Elngland  by  various 
constitutional  devices,  such  as  federalism,  the  separar 
tion  of  powers,  and  the  referendum.  But  none  of  these 
exists  in  the  United  Kingdom.  The  few  who  possess 
legally  unlimited  authority  to  rule  have  to  depend  upon 
their  own  devices  to  keep  the  ship  of  state  true  to  its 
coiirse.  Largely  out  of  control  during  the  intervals 
between  elections,  the  ship  is  steered  by  ministers  of 
state  with  an  authority  scarcely  less  absolute  than  that 
of  kings  themselves  in  the  days  before  royalty  was 
divorced  from  power. 

The  third  cause  of  the  decline  of  the  prestige  of  the 
British  constitution  follows  immediately  from  the  first 
two.  If  parliamentary  sovereignty  is  slipping  into  the 
hands  of  the  Cabinet,  over  which  the  people  have  only 
a  discontinuous  and  ineffective  control,  the  rights  of 
individuals  and  of  minorities  are  in  danger.  The  men- 
ace of  imlimited  royal  sovereignty  was  met  in  England 
long  ago  by  the  exaltation  of  the  authority  of  the  parlia- 
ment. The  menace  of  unlimited  parliam^itary  sov- 
ereignty was  met  by  insistence  that  parliamentaiy 
authority  should  be  exercised  through  the  forms  of  law, 
and  that  the  rule  of  law  should  be  made  tolerable  by  the 
fullest  and  freest  discussion  throughout  the  law-making 
process.  Now  how  is  the  menace  of  imlimited  Cabinet 
sovereignty  to  be  met?  Americans  would  answer, 
through  a  written  constitution  which  shall  define  the 
authority  of  parliaments  and  courts,  as  well  as  of  Cab- 
inets and  other  executive  agencies,  and  establish  a 
balance  between  them  which  shall  keep  each  within  its 
constitutional  sphere.   But  this  mode  of  thinking,  tho 


434  QUABTBBLY  JOURNAL  OF  ECONOMICS, 

derived  from  the  principles  of  the  Whig  party  which 
long  ruled  Great  Britain  in  the  eighteenth  century,  is 
alien  to  the  present  habits  of  thought  of  Englishmen. 
Gradually  the  barriers  to  which  the  individual  or  minor- 
ity might  look  for  protection  against  oppression  by  the 
ministers  of  the  Crown  have  been  broken  down,  and 
nothing  has  been  put  in  their  place.  Any  minority 
which  cannot  hope  for  a  redress  of  grievances  through  the 
triumph  of  the  official  minority  party,  ''His  Majesty's 
Opposition/'  at  the  next  election,  is  helpless.  Partisan- 
ship is  the  principal  defense  for  the  liberties  of  the 
subject.  For  members  of  minor  parties  such  a  defense 
is  no  defense  at  all. 

On  all  sides  the  critics  of  the  old  constitution  have 
made  themselves  heard.  Old-fashioned  Tories  call  for  a 
real  reform  of  the  House  of  Lords,  and  even  for  some 
restoration  of  authority  to  the  Crown.  Old-fashioned 
liberals  call  for  the  relief  of  Parliament  by  some 
measure  of  administrative  decentralization  and  regional 
home  rule.  Modem  Radicals  call  for  recognition  of  the 
organized  producers  of  the  nation  as  centers  of  resist- 
ance to  an  overweening  central  government  and  demand 
new  barriers  against  ancient  abuses  in  the  form  of  self- 
government  in  industry  and  guild  socialism.  And  now 
come  Sidney  and  Beatrice  Webb  with  their  proposals  for 
the  future  government  of  Great  Britain. 


II 

Few,  if  any,  of  the  critics  have  a  better  right  to  be 
heard  than  the  Webbs.  The  threatened  breakdown  of 
the  old  constitution  is  in  part  the  direct  result  of  condi- 
tions which  they  foresaw  years  ago  and  have  had  no 
inconsiderable  part  in  bringing  about.  Beyond  anything 
else  it  is  the  extension  of  the  functions  of  the  state  that 
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has  produced  the  poUtical  crisis  in  Great  Britain.  None 
have  urg^  thiis  extension  more  persistently  and  G^ste- 
matically  than  the  Webbs.  For  a  full  generation  the 
influence  of  Fabian  socialism  has  been  permeating  a 
land  where  the  economic  situation  has  tended  more  and 
more  to  require  the  adoption  of  the  policies  which  the 
Fabian  socialists  recommended.  Now  that  their  propa- 
ganda has  met  with  such  a  large  measuro  of  success^  or 
now  that  so  much  of  what  they  advocated  has  been  put 
into  effect,  what  moro  natural  than  that  many  should 
turn  to  them  for  suggestions  concerning  the  best 
methods  of  administering  the  kind  of  state  they  have 
taught  their  followers  to  desiro.  If  specific  instructions 
for  their  followers'  guidance  are  all  that  is  wanted,  there 
can  be  no  disappointment  with  this  latest  product  of  the 
Webbs'  workshop.  For  hero  is  presented,  as  the  pub- 
lishers' annoxmcement  truthfully  proclaims,  ''something 
moro  than  a  plan  for  the  rof orm  of  the  old  constitution, 
moro  even  than  a  plan  for  hationaUzatioin  and  muni- 
cipalization with  workers'  control."  With  its  proposals 
for  the  development  of  the  codperative  movement,  for 
the  reorganization  of  the  vocational  world,  and  for  the 
coordination  of  all  factors  from  theOrown  to  the  Works 
Committee,  it  boldly  sets  forth  the  structural  design  of  a 
socialist  commonwealth.^ 

The  Webbs  are  too  shrewd  and  too  experienced  in 
practical  affairs  to  propose  a  constitution  for  whatso- 
ever state  it  may  concern  or  for  the  ideal  socialist  comr 
monwealth.  They  have  confined  themselves  to  the  task 
which  they  best  understand  and  are  most  competent  to 
deal  with,  the  framing  of  a  constitution  for  the  social- 
ist commonwealth  of  Great  Britain.  "Natiurally,"  they 
admit,  ''no  one  is  likely  to  agree  with  all  our  detailed 
proposals.  .  .  .  Nevertheless,  we  think  that  it  may  be 

>  Sidney  Mid  B«fttric«  Webb.  The  Conttitatioii  of  the  SoeUlkt  Commoiiwealth  ol 
Great  Britain.     London.  1919.  pp.  864.    New  York,  Longmane,  Gieen  4  Ca  $L25, 
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of  service  to  formulate,  with  sufficient  precision  to 
enable  them  to  be  understood,  the  changes  in  the  Britiah 
constitution  and  in  the  social  and  economic  structiu^  of 
the  nation,  that  seem  to  us  such  as  a  socialist  ministry, 
supported  by  a  socialist  majority  in  Parliament  and 
among  the  electorate,  would  probably  be  led  to  pro- 
pose." Thus  iat  the  very  outset  the  Webbs  disclose  their 
hands.  They  are  going  to  propose  no  revolutionary 
changes  in  the  machinery  for  carrying  on  public  busi- 
ness. They  contemplate  with  equanimity  the  prospect 
of  establishing  their  socialist  commonwealth  by  means 
of  the  very  agencies  for  conducting  affairs  of  state  which 
existed  before  the  war;  responsible  ministries,  parlia- 
mentary majorities,  popular  elections.  There  is  no 
room  in  their  scheme  of  things  for  the  transfer  of  all 
power  to  a  Soviet  and  the  *  dictatorship  of  the  Prole- 
tariat. 

Assuming  that  the  capitalist  system  has  broken  down, 
they  survey  the  wreckage  with  a  view  to  salvaging  what 
may  be  useful  for  the  purpose  of  socialist  reconstruction. 
They  find  much  to  salvage.  First,  there  is  the  British 
CJoQperative  Movement,  surviving  in  the  dual  form  of 
voluntary  consumers'  societies  and  what  the  Webbs 
call  obligatory  associations  of  consumers,  that  is,  mu- 
nicipally owned  and  operated  local  utilities.  Secondly, 
there  is  the  British  Trade  Union  Movement,  the  de- 
mocracies of  producers  which  the  Webbs  are  fond  of  com- 
paring and  contrasting  with  the  consumers'  democracies 
of  the  cooperative  movement.  Thirdly,  there  is  political 
democracy.  By  the  Representation  of  the  People  Act  of 
1918  the  goal  set  up  in  the  famous  People's  Charter  of 
1839-48  has  at  last  substantially  been  attained.  The 
Webbs  accept  this  material  as  good  for  the  building  of 
the  socialist  commonwealth.  They  propose  to  erect  the 
new  structure  upon  the  old  foundations.   In  short,  as- 
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suming  that  their  preUminaiy  assumption  is  coirect, 
namely  that  the  capitalist  sjrstem  has  actually  broken 
down,  the  Webbs  now  appear  in  the  guise  of  conserva- 
tive reformers.  They  oppose  those  impatient  critics  of 
the  contemporary  order  of  society  who  would  build  the 
ideal  commonwealth  exclusively  upon  the  principle  of 
production  for  use,  and  who  would  have  the  users 
through  their  associations  (democracies  of  consumers  or 
codperative  societies)  control  all  the  conditions  of  pro- 
duction. They  oppose  also  those  other  impatient  critics 
of  the  contemporary  social  order  who  would  build  the 
ideal  commonwealth  exclusively  upon  the  principle  that 
the  worker  shall  receive  the  full  product  of  his  labor, 
and  would  have  the  workers  through  their  associations 
(democracies  of  producers  or  industrial  unions)  control 
all  the  conditions  of  production.  Old-fashioned  com- 
munism and  new-fashioned  communism  alike  are  re- 
jected by  the  Webbs. 

The  Webbs  find  more  formidable  opponents  in  the 
guild  socialists.  The  younger  generation  of  English 
Radicals,  imder  the  leadership  of  men  like  Mr.  G.  D.  H. 
Cole,  have  broken  the  spell  of  the  Fabian  tradition  and 
have  built  up  a  rival  program  which  the  Webbs  do  not 
affect  to  despise.  Tho  they  devote  the  first  part  of  their 
argument  to  a  systematic  defense  of  state  socialism  as 
the  right  expedient  for  the  times,  they  do  not  fail  in  the 
latter  part  to  take  accoimt  of  the  proposals  of  the  guild 
socialists.  They  explicitly  deny  that  there  is  any  place 
in  a  rightly  organized  socialist  state,  'Hhe  Codperative 
Commonwealth  of  Tomorrow,''  for  a  national  assembly 
of  vocational  representatives.  State  socialism  and  polit- 
ical democracy,  now  and  for  the  futiu^,  are  declared  to 
be  inseparable.  If  the  Webbs'  preliminary  assumption 
is  correct,  the  immediate  task  of  the  Fabians  must  be  to 
reenforce  the  existing  structure  of  British  government. 
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The  outstanding  feature  of  their  scheme  is  the  sug- 
gestion that  the  functions  of  the  British  Parliament  be 
divided  between  two  separate  parliaments.  One  of  these 
the  Webbs  call  the  Political  Parliament;  the  other,  the 
Social  Parliament.   To  the  former  they  would  entrust 
the  conduct  of  foreign  relations,  of  imperial  affairs,  and 
of  the  domestic  police  administration.    To  the  latter 
they  would  entrust  all  l^islation  of  a  domestic  nature 
designed  to  promote  the  general  welfare,  and  also  taxsr 
tion  and  finance.  To  the  Political  Parliament  would  be 
held  responsible  the  secretaries  of  state  for  foreign 
affairs,  for  war,  for  India,  and  for  the  colonies,  the  Home 
Secretary,  the  chief  of  the  national  police  imder  the 
present  allocation  of  functions,  and  the  First  Lord  of  the 
Admiralty  —  all  under  the  leadership  of  the  Prime 
Minister.  But  there  would  be  no  body  of  ministers  col- 
lectively responsible  to  the  Social  Parliament.  Instead 
of  cabinet  government  there  would  be  the  system  of 
govenmient  by  standing  committees  such  as  charac- 
terizes the  conduct  of  local  affairs  through  the  British 
county  and  borough  councils.    The  members  of  the 
Political  Parliament  would  be  elected  as  now  by  plural- 
ity vote  in  local  districts.   The  Social  Parliament,  the 
Webbs  concede,  might  perhaps  be  best  chosen  by  a 
system  of  proportional  representation  adapted  to  areas 
somewhat  larger  than  the  present  parliamentary  con- 
stituencies.  The  Political  Parliament  would  be  elected 
as  at  present  for  a  comparatively  long  limited  term, 
subject  to  dissolution  at  any  time  at  the  will  of  the 
government.    The  Social  Parliament,  like  the  existing 
county  and  borough  coimcils,  would  be  elected  for  a 
shorter  fixed  term.   The  power  to  tax  would  be  vested 
exclusively  in  the  Social  Parliament,  tho  the  appropriat- 
ing power,  so  far  as  concerned  the  appropriations  called 
for  by  the  budget  of  the  Political  Parliament,  should  be 


FABIAN  SOCIALIST  COMMONWEALTH  439 

exercised  at  a  joint  session  of  the  two  bodies,  if  unable 
separately  to  agree.  The  budget  of  the  Social  Parlia- 
ment, however,  would  be  voted  exclusively  by  itself. 

It  is  evident  that  the  Social  Parliament  is  intended  to 
be  supreme  in  domestic  affairs.  There  is,  however,  one 
significant  exception.  The  enactment  of  police  regula- 
tions and  of  penal  legislation  will  be  left  to  the  Political 
Parliament,  and  the  prosecution  of  offenders  will  be  left 
to  the  government  which  is  responsible  to  it.  In  other 
words,  the  Social  Parliament  will  be  free  to  promote  the 
general  welfare  with  singleness  of  purpose,  while  the 
Political  Parliament  will  be  looked  to  for  the  protection 
of  individual  liberty  and  the  rights  of  minorities,  so  far 
as  compatible  with  the  preservation  of  the  l^islative 
supremacy  of  the  Social  Parliament  in  domestic  affairs. 
By  this  division  of  functions  the  Webbs  hope  not  merely 
to  secure  more  adequate  protection  for  individual  rights 
than  at  present,  but  also  to  diminish  the  burden  of  busi- 
ness now  falling  so  oppressively  on  a  single  assembly, 
and  to  facilitate  the  clear  and  effective  expression  of  the 
general  will  of  the  people  on  more  subjects  than  can  now 
be  brought  before  the  electorate  for  their  decision.  They 
hope  to  correct  the  most  serious  defects  of  the  present 
scheme  of  parliamentary  government,  but  not  to  change 
the  essential  nature  of  the  scheme  with  respect  to  the 
conduct  of  that  part  of  the  public  business  which  the 
custom  of  the  realm  has  long  assigned  to  the  Parliar 
ment  at  Westminster.  The  newer  f imctions  of  the  state, 
which  they  propose  to  transfer  to  the  jurisdiction  of  a 
separate  legislative  assembly,  will  also  be  exercised  upon 
principles  in  which  Englishmen  are  already  in  general 
agreed,  for  the  Social  Parliament  will  be  organized  sub- 
stantially upon  the  principles  abeady  tried  out  and 
found  satisfactory  in  the  field  of  local  government. 
Since  it  has  been  in  the  latter  field  that  there  has  been 
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ciples  of  the  separation  of  powers  and  of  checks  and 
balances  can  be  adapted  to  the  conditions  of  the 
twentieth  century  and  to  the  exigencies  of  the  socialist 
commonwealth,  and  that  the  revival  of  those  principles 
will  release  new  energies  for  the  service  of  the  state 
and  establish  new  safeguards  for  the  protection  ai  the 
people. 

Ill 

Such  proposals  cannot  be  expected  to  escape  criticism. 
Not  only  theoretical  jurists  like  the  Austinians,  but 
many  practical  Englishmen,  with  no  bias  for  alternative 
schemes  of  reform,  such  as  have  been  urged  by  guild 
socialists  and  syndicalists  and  communists  and  old- 
fashioned  Liberals  and  Tories,  will  say  that  the  Webbs' 
plan  will  not  work.  No  doubt  tiiere  are  moduli 
instances  of  somewhat  similar  schemes.  The  idyllic 
constitution  prepared  by  the  Italian  poet-warrior,  D' An- 
nimzio,  for  his  free  state  of  Fiume,  contains  a  scheme^ 
critics  would  say  a  fantastic  scheme,  for  govemm^it  by 
two  separate  assemblies  with  different  but  codrdinate 
powers.  The  new  constitution  of  the  German  Common- 
wealth, a  socialistic  commonwealth,  too,  in  its  origins, 
contains  a  scheme  for  a  National  Economic  Coundl  to 
which  projects  for  legislation  relating  to  social  welfare 
must  be  submitted  by  the  Cabinet  and  by  which  they 
must  be  improved  before  they  may  be  considered  by 
the  National  Assembly  or  Political  Parliament,  as  the 
Webbs  would  call  it.  But  the  German  National  Eco- 
nomic Council  is  constituted  very  differently  from  the 
Social  Parliament  proposed  by  tl:^  Webbs,  and  its  relar 
tions  to  the  National  Assembly  are  far  from  comparable 
to  those  which  the  Webbs  would  establish  between  their 
Social  and  Political  Parliaments.  The  British  govern- 
ment itself  has  establidied  a  more  comparable  scheme  in 
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its  recent  legislation  for  the  reform  of  the  government  of 
India.  But  the  M ontagu-Chelmsf ord  plan  for  the  separ 
ration  of  powers,  the  dyarchy,  as  it  has  been  called,  is 
devised  to  accomplish  different  ends  from  those  which 
the  Webbs  have  in  view  and  may  be  expected  to  work  in 
an  entirely  different  way.  The  scheme  which  the  Webbs 
propose  must  be  approved  or  condemned  upon  the  gen- 
eral principles  of  political  science;  the  test  of  experience 
cannot  be  applied. 

Whatever  may  be  the  general  impression  upon  Elng- 
lishmen,  the  Webb's  plan  for  a  dual  system  of  repre- 
sentative government  will  not  strike  Americans  as 
obviously  absurd  or  impractical.  We  are  accustomed 
to  the  idea  of  two  separate  governments,  each  operating 
directly  upon  the  same  body  of  people,  and  each  su- 
preme in  its  proper  sphere.  We  have  our  states  and 
we  have  our  union.  Each  has  its  own  government  with 
its  peculiar  functions,  and  each  is  held  separately  to 
account.  We  have  no  difficulty  in  distinguishing  be- 
tween them.  The  electorate  readily  accommodates  itself 
to  the  task  of  exercising  a  dual  control.  The  same  is  true 
in  every  country  where  the  federal  system  of  govern- 
ment is  established.  The  division  of  powers  between  the 
governments  of  the  states  and  that  of  the  union  varies 
greatly  in  the  different  federal  states,  but  all  these  gov- 
ernments seem  to  function  at  least  tolerably  well,  and 
most  of  them  very  satisfactorily.  The  Webbs'  plan  has 
many  resemblances  to  a  scheme  of  federal  government. 
They  do  not  elaborate  those  portions  of  the  scheme 
which  relate  to  the  conduct  of  foreign  relations  and 
imperial  affairs,  but  it  is  possible  that  their  Political  Par- 
liament might  be  made  to  represent  the  people  of  the 
overseas  dominions  as  well  as  the  Englishmen  at  home. 
Surely  the  cabinet  might  be  enlarged  for  certain  pur- 
poses by  the  inclusion  of  representatives  of  the  self- 
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governing  dominions,  as  the  British  War  Cabinet  was 
expanded  occasionally  into  an  Imperial  War  Cabinet. 
Such  expansion  would  not  incapacitate  ministers  for 
the  performance  of  their  special  political  functions  in 
Great  Britain.  On  the  other  hand  the  constitution  and 
powers  ai  the  Social  Parliament,  which  of  course  would 
exercise  jurisdiction  only  over  Great  Britain,  are  not 
substantially  different  from  what  might  be  suggested 
for  any  state  belonging  to  a  federal  union,  with  the 
exception  of  the  omission  of  the  police  power.  The  finan- 
cial relations  between  the  two  parliaments  would  cer- 
tainly lead  to  friction,  but  friction,  if  it  does  not  generate 
too  much  heat,  is  a  stabilizing  force  in  any  government 
of  checks  and  balances.  Whether  a  stable  equilibriiun  of 
forces  could  be  established  by  measuring  the  power  of 
the  purse  against  that  of  the  sword,  as  the  Webbs  pro- 
pose, is  a  question  that  cannot  be  adequatdy  answered 
except  by  experiment.  But  it  cannot  be  said  that  stabil- 
ity is  impossible. 

The  defects  of  the  scheme,  or  rather  perhaps  of  the 
Webbs'  exposition  of  the  scheme,  as  they  appear  to  an 
American,  are  three  in  niunber.  First,  a  federal  union 
seems  to  require  a  written  constitution,  and  an  effective 
written  constitution  an  independent  supreme  court  to 
interpret  and  apply  it.  The  Webbs  devote  only  a  foot- 
note to  the  place  of  a  written  constitution  and  of  a  su- 
preme court  in  their  socialist  commonwealth.  The 
constitution  of  the  Social  Parliament  will  originally  be 
enacted  by  the  present  Parliament,  like  the  British 
North  America  Act  or  the  Commonwealth  of  Australia 
Act,  or  that  creating  the  Union  of  South  Africa.  But 
the  relations  between  the  two  cannot  be  subject  ulti- 
mately to  determination  at  the  discretion  of  the  Politi- 
cal Parliament,  or  the  hoped-for  equilibriiun  between 
them  would  be  impossible.    If  the  act  creating  the 
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Social  Parliament  should  be  construed  as  a  compact 
equally  binding  upon  both  —  a  construction  theo- 
retically no  more  impossible  than  that  adopted  by  the 
Supreme  Court  of  the  United  States  in  the  Dartmouth 
Ck)llege  case  —  then  the  creature  would  be  raised  to  the 
same  level  as  the  creator.  But  whether  both  would  re- 
main on  the  same  level  might  eventually  depend  on  the 
existence  of  an  impartial  supreme  court  with  authority 
to  judge  between  them.  The  Webbs  make  no  effective 
provision  for  calling  in  the  judiciary  to  redress  an  im- 
periled balance  between  the  two  political  authorities  in 
their  socialist  commonwealth.  Is  it  possible  that  there  is 
some  other  agency  in  their  scheme  of  government  which 
they  expect  to  perform  a  similar  function?  They  do  not 
say. 

Secondly,  the  Webbs  have  little  to  say  about  the 
place  of  political  parties  in  their  socialist  common- 
wealth. Parties  are  scarcely  mentioned  in  the  text  of 
their  book,  tho  like  the  supreme  court  made  the  sub- 
ject of  one  brief  but  significant  note.  What  effect,  they 
inquire,  will  the  proposed  reconstruction  of  the  na- 
tional government  have  on  the  organization  of  political 
parties?  Will  it  make  for  the  continuance  of  the  party 
system?  Will  it  mean  two  parties  or  many  groups?  Or 
will  the  party  system  be  superseded  altogether?  These 
questions  the  Webbs  promptly  dismiss  as  outside  the 
realm  of  constitutional  reconstruction.  This  is  an 
amazing  indifference  to  a  feature  of  British  politics 
which  during  the  last  two  centuries  and  more  has  been 
the  very  breath  of  life  in  the  constitutional  system.  It 
was  the  parties  that  have  made  the  constitution  what  it 
is  today.  Without  two  parties  the  system  of  Cabinet 
government  and  ministerial  responsibility  could  not 
go  on  as  it  did  before  the  war.  The  Webbs'  Political 
Parliament  would  not  f imction  in  the  familiar  way,  and 
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if  it  is  to  function  differently,  they  ought  to  consider 
how  great  the  differences  will  be  and  what  will  be  their 
effect  on  the  general  operation  of  their  scheme.  Doubt- 
less the  election  of  the  Social  Parliament  by  some  sys- 
tem of  proportional  representation  would  tend  to  split 
the  electorate  into  numerous  groups  for  the  purposes  of 
such  elections,  and  that  would  probably  be  no  serious 
impediment  to  the  proper  functioning  of  a  body  which 
would  act  largely  through  standing  committees.  The 
Webbs  indeed  are  inclined  to  think  that  the  organized 
political  parties  as  they  exist  today  will  pass  away.  But 
that  gives  them  little  concern,  since  they  expect  the 
business  of  electioneering  to  be  transformed  by  the 
devolution  of  the  work  on  public  oflScers,  not  politicians, 
but  permanent  administrative  o£Scials.  They  appear  to 
put  their  trust  in  parties  no  more  than  in  an  independent 
judiciary.  Their  confidence  is  reserved  for  the  per- 
manent imder-secretaries  and  the  civil  service. 

Thirdly,  the  Webbs  do  not  state  clearly  the  relations 
they  hope  to  establish  between  the  legislative  and  execu- 
tive branches  of  their  proposed  government,  or,  more 
broadly,  between  politics  and  administration  in  the 
socialist  commonwealth.  It  might  be  inferred  that  they 
intend  to  preserve  the  same  relations  between  the  im- 
perial Cabinet  and  the  Political  Parliament  that  now 
obtain  between  Parliament  and  Cabinet.  But  their  in- 
difference to  the  future  of  the  party  system  throws 
doubt  upon  this  inference.  The  doubt  is  confirmed  by 
their  statements  concerning  the  function  of  the  legislator 
and  the  relation  between  the  legislator  and  his  con- 
stituents. The  future  member  of  the  Social  or  Political 
Parliament  will  devote  his  whole  time  to  the  perform- 
ance of  the  duties  of  his  office,  and  will  be  paid  a  salary 
adequate  for  his  full  maintenance.  He  will  tend  to  be 
regarded  ''as  pursuing  a  definite  vocation  requiring  no 
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domestic  police  establishments.  Probably  the  Webbs 
believe  that  the  control  of  the  piu-se  possessed  by  the 
Social  Parliament  will  provide  an  adequate  check 
against  the  rise  of  a  militarist  bureaucracy.  In  the  case 
of  the  Social  Parliament  the  process  of  ''bureaucratizar 
tion/'  which,  imder  the  committee  system  to  be  estab- 
lished in  that  branch  of  the  government,  would  go  much 
farther  than  in  the  other  branch,  apparently  is  viewed 
with  complacency,  if  not  with  complete  satisfaction,  by 
the  Webbs.  They  declare  indeed  that  the  control  of 
administration  is  to  be  scrupulously  separated  from  the 
actual  conduct  of  administration.  They  recognize  the 
distinction  between  administration  and  politics,  but 
both  functions  are  to  be  reserved  for  the  same  class  of 
selected  men,  who  will  stand  above  the  petty  interests 
and  factional  spirit  and  ''half -articulate  desires"  of  the 
average  man. 

IV 

The  truth  seems  to  be  that  the  Webbs  do  not  believe 
in  the  democracy  of  the  average  man.  Professor  Hob- 
house,  in  his  brilliant  little  book  on  Liberalism,  pub- 
lished some  ten  years  ago,  has  this  to  say  about  what  he 
calls  Official  Socialism.  ''Beginning  with  a  contempt  for 
ideals  of  liberty  based  on  a  confusion  between  liberty 
and  competition,  it  proceeds  to  a  measure  of  contempt 
for  average  humanity  in  general.  It  conceives  mankind 
as  in  the  mass  a  helpless  and  feeble  race,  which  it  is  its 
duty  to  treat  kindly.  True  kindness  of  coimse  must  be 
combined  with  firmness,  and  the  life  of  the  average  man 
must  be  organized  for  his  own  good.  He  need  not  know 
that  he  is  being  organized.  The  socialistic  organization 
will  work  in  the  backgroimd,  and  there  will  be  wheels 
within  wheels,  or  rather  wires  pulling  wires.  Ostensibly 
there  will  be  the  class  of  the  elect,  an  aristocrapy  of 
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great  mass  of  individuals,  whether  as  producers,  as 
consumers,  or  as  citizens.  It  is  only  by  systematically 
thinking  out  the  function  that  each  person  has  to  per- 
form, the  sphere  that  must  be  secured  to  each  group  or 
section,  the  opportunities  in  which  each  must  be  pro- 
tected, and  the  relation  in  which  each  must  stand  to  the 
others  and  to  the  whole,  that  in  any  highly  developed 
society  the  ordinary  man  can  escape  a  virtual,  if  not  a 
nominal,  slavery.  .  .  .  The  price  of  liberty  is  the  com- 
plication of  a  highly  differentiated  and  systematically 
coordinated  social  order." 

But  who  shall  do  this  systematic  thinking  out  of  the 
functions  that  each  person  has  to  perform?  Who  shall 
determine  the  sphere  that  must  be  secured  to  each  group 
or  section?  Who  shall  define  the  opportunities  in  which 
each  must  be  protected,  and  the  relation  in  which  each 
must  stand  to  the  others  and  to  the  whole?  Apparently 
the  Webbs  do  not  intend  that  this  shall  be  done  by  the 
''ordinary  man"  or  even  altogether  by  those  elected 
representatives  whose  function  it  is  to  stand  between 
the  ordinary  man  and  his  "half-articidate  desires." 
And  if  not  by  these,  then  by  whom?  Is  it  by  the  great 
class  of  permanent  civil  servants,  or  rather  by  the 
more  select  class  of  expert  technicians  among  them? 
Or  by  those  who  compose  the  "wheels  within  wheels" 
and  the  "cycles  upon  epicycles?"  In  short  who  are  in 
the  last  analysis  the  guardians  of  the  Fabian  socialist 
conmionwealth?  The  Webbs  do  not  answer. 

It  is  not  to  be  supposed  that  writers  as  competent  and 
experienced  as  the  Webbs  omit  all  discussion  of  matters 
of  such  great  importance  out  of  ignorance  or  heedless- 
ness. What  they  wish  to  say  they  know  how  to  say. 
What  they  omit  is  presumably  omitted  by  design.  Do 
they  omit  the  details  concerning  the  organization  of  the 
guardians  of  their  commonwealth  because  they  think 
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necessary  tendency  of  the  scheme  is  to  terminate  in  a 
bureaucratic  dictatorship,  as  the  Webbs  may  think,  it 
will  not  be  adopted.  If  it  appears,  however,  that  the 
wish  has  been  father  to  the  thought  and  that  such  a 
tendency  is  not  inherent  in  the  scheme,  the  plan  might 
conceivably  be  adopted,  subject  to  certain  modifica- 
tions. It  is  undoubtedly  based  upon  a  penetrating 
analysis  of  the  contemporary  political  and  economic 
situation. 

The  Webbs  are  probably  mistaken  in  supposing  that 
their  plan  will  tend  to  produce  a  dictatorship  of  the 
intellectuals.  It  would  divide  the  existing  Parliament 
into  sections  and  would,  therefore,  doubtless  tend  to 
weaken  the  influence  of  parliamentarians  in  the  conduct 
of  public  affairs.  It  would  not  divide  the  professional 
administrators  to  a  corresponding  esctent,  for  they  are 
already  divided  into  the  two  classes  of  diplomatic  and 
military  officials  on  the  one, hand,  and  the  civilian 
bureaucracy  on  the  other.  These  divisions  would  be 
perpetuated,  but  the  separation  of  the  two  parliaments 
would  probably  tend  to  consolidate  the  several  sub- 
divisions of  the  two  bureaucracies  more  firmly  than 
ever.  It  is  an  old  saying  that  the  more  there  is  of  the 
more,  the  less  there  is  of  the  less.  The  weakening  of  the 
parliamentary  influence  would  strengthen  the  influence 
of  the  bureaucracy,  especially  of  the  civilian  bureau- 
cracy with  its  more  favorable  financial  situation.  So  far 
the  ^cpectations  of  the  Webbs  may  be  well  founded. 
But  it  is  unlikely  that  the  members  of  the  two  parlia- 
ments, especially  of  the  Social  Parliament,  would  become 
less  dependent  on  their  constituents.  In  fact  members 
of  the  British  Parliament  today  are  probably  less  d^ 
pendent  on  their  constituents  than  the  members  of  the 
supreme  legislative  assembly  in  any  other  democratic 
state.  This  is  the  consequence  partly  of  the  elimination 


452  QUARTERLY  JOURNAL  OF  ECONOMICS 

from  the  business  of  Parliament  of  most  of  the  private 
and  local  matters  which  so  emibarrass  the  members  of 
representative  bodies  in  many  democratic  states,  partic- 
ularly in  America.  In  part  it  is  the  consequence  also  of 
the  strength  of  the  established  political  organizations, 
which  makes  party  regularity  the  candidate's  principal 
asset  at  the  polls  and  relieves  him  from  personal  respon- 
sibility for  most  of  the  electoral  program,  as  well  as  for 
his  conduct  in  o£Sce.  The  weakening  of  the  parlia- 
mentary system,  instead  of  making  the  member  more 
independent,  would  have  the  contrary  effect.  The 
subdivision  of  parties  would  throw  the  mdividual  mem- 
bers to  a  greater  extent  than  now  on  their  own  resources, 
and  the  introduction  of  proportional  representation,  by 
stressing  particular  issues  more  heavily  than  is  possible 
under  any  bi-partisan  system  of  politics,  would  compel 
members  to  assmne  much  more  extensive  personal 
obligations  towards  the  groups  of  voters  whom  they 
represent  than  imder  the  present  system.  They  will  not 
become  '^relatively  impartial  as  between  the  ideals  of 
different  reformers,"  as  the  Webbs  suppose;  but  on  the 
contrary  more  definitely  advocates  than  ever.  Doubt- 
less the  t}rpical  British  amateur  or  ''gentleman"  poli- 
tician will  more  and  more  give  way  to  the  professional, 
but  the  type  of  professional  is  likely  to  resemble  the 
representative  of  special  interests,  as  we  know  him  in 
America,  rather  than  the  disinterested  bureaucrat  whose 
coming  the  Webbs  fondly  anticipate.  This  prospect, 
however,  will  not  appear  very  terrifying  to  working 
party  leaders,  nor  dissuade  them  from  considering  the 
Webbs'  plan  upon  its  real  merits. 

It  is  doubtful  moreover  whether  the  tendency  toward 
concentration  of  domestic  administrative  authority  in 
the  hands  of  a  disciplined  civil  bureaucracy  would  in  any 
event  go  as  far  as  the  Webbs  seem  to  suppose. 
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the  war  all  the  capitalistic  states  have  been  experiment- 
ing with  socialistic  devices.  From  these  experiences 
much  has  been  learned.  In  the  United  States  the  most 
significant  lesson  of  the  war  in  this  connection  is  the 
value  of  the  ordinary  business  corporation  as  a  form  of 
organization  for  administering  public  affairs.  Alto- 
gether half  a  dozen  of  such  corporations  were  organized : 
the  Emergency  Fleet  Corporation,  the  War  Finance 
Corporation,  the  Food  Administration  Grain  Corpora- 
tion, the  Sugar  Equalization  Board,  the  Housing  Cor- 
poration, and  the  Russian  Bureau  of  the  War  Trade 
Board.  Business  men  temporarily  in  the  service  of  the 
government,  intent  on  securing  quick  action  and  prompt 
retiuns,  favored  this  method  of  administration  because 
it  promised  relief  from  vexatious  government  red  tape. 
A  government-controlled  corporation  is  an  independent 
entity  with  a  legal  personality  of  its  own.  In  the  absence 
of  special  legislation  regulating  its  operations,  it  can 
avoid  the  jurisdiction  of  the  Civil  Service  Commission 
and  possibly  also  that  of  the  Comptroller  of  the  Treas- 
ury. It  can  escape  from  the  mesh  of  rules  governing 
the  purchase  of  government  supplies  and  the  letting  of 
contracts.  The  device  sets  the  business  man  in  govern- 
ment service  free  to  carry  on  his  work  in  his  own  way. 
Probably  these  advantages  are  largely  exaggerated, 
if  not  specious.  Business  men  presently  found  that 
excessive  freedom  brought  its  own  penalty,  and  that  a 
certain  amount  of  so-caUed  red  tape  was  necessary  for 
their  own  protection.  The  more  solid  advantages  of  the 
corporate  form  of  organization  in  conducting  the  public 
business  were  of  a  different  sort.  It  did  indeed  intro- 
duce needed  flexibility  into  government  administration, 
but  especially  it  facilitated  the  repreeesitation  of  dif- 
ferent points  of  view  in  the  determination  of  the  larger 
questions  of  policy  arising  in  the  conduct  of  great  eiH 
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terprises.   This  advantage  of  the  corporate  form  was 
recognized  in  various  quarters  and  was  utilized  notably 
by  the  leaders  of  the  Railroad  Brotherhoods  in  the 
preparation  of  the  Plumb  planf  or  government  ownership 
and  operation  of  the  steam  road  transportation  system 
of  the  United  States.  The  Webbs  are  acquainted  with 
the  latter  project  and  compare  it  favorably  in  certain 
respects  with  the  equally  notable  plan  of  the  Sankey 
Ck)mmission  for  the  nationalization  of  the  British  coal 
industry.  The  Webbs  believe  that  the  device  of  boards 
of  directors,  representing  respectively  the  management, 
the  workmen,  and  the  public,  is  susceptible  of  extended 
application,  and  that  its  utilization  will  do  much  to 
open  up  the  administrative  bureaucracy  and  make  it 
more  flexible  and  at  the  same  time  more  responsive  to 
the  various  bodies  of  opinion,  political,  economic  and 
social,  of  which  it  ought  to  take  accoimt.   They  con- 
template indeed  the  administration  of  the  industries  of 
the  nation  under  the  direction  of  such  boards,  but  they 
do  not  indicate  the  effect  of  such  an  arrangement  on  the 
position  and  influence  of  the  permanent  civil  service  in 
which  elsewhere  they  seem  to  put  their  principal  trust. 
Certainly  the  conduct  of  the  national  administration,  so 
far  as  it  falls  under  the  supervision  of  the  Social  Parlia- 
ment, by  a  series  of  tripartite  boards  of  directors  will 
not  tend  to  produce  the  hoped-for  dictatorship  of  the 
intellectuals. 

It  is  to  be  regretted  that  the  Webbs  did  not  choose 
to  elaborate  the  organization  of  the  inner  cycles  and 
epicycles  of  their  administrative  machinery.  In  this 
field  of  governmental  action  they  are  thoroly  at  home. 
They  could  write  about  inner  cycles  and  epicycles  witJi 
the  assurance  of  authorities  who  can  justly  boast,  all  of 
which  we  saw  and  much  of  which  we  were.  This  would 
be  not  only  interesting  but  highly  instructive.  Graham 
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Wallas,  himself  long  one  of  the  Fabjians,  has  taught  us 
the  importance  of  the  right  organization  of  o£Scial 
thought  and  will  in  modem  capitalistic  or  socialistic 
society,  and  has  made  a  helpful  beginning  in  the  study 
of  the  functioning  of  a  civil  genend  staff.  The  Webbs 
could  contribute  much  to  such  a  study.  Instead  they 
have  repeated  what  they  had  already  said  elsewhere 
concerning  the  matters  at  issue  between  themselves  and 
the  proponents  of  rival  schemes  of  reform.  They  reiter- 
ate their  dissatisfaction  with  the  existing  organization 
of  local  government.  They  re^mphasize  their  early  in- 
struction in  the  limitations  of  the  consumers'  coopera- 
tive movement.  They  point  out  anew  the  incapacity  of 
democracies  of  producers  to  be  entrusted  with  the 
ownership  of  the  mstruments  of  production  in  their  own 
vocations.  They  concede  to  the  guild  socialists,  to  be 
sure,  recognition  of  a  right  of  self-determination  to  the 
members  of  a  vocational  assolciation,  but  their  view  of 
the  proper  limits  of  self-government  in  industry  is  never- 
theless thoroly  consistent  with  the  views  of  those  who 
advocate  the  midntenance  of  the  imchallenged  su- 
premacy of  the  state  over  all  its  parts.  To  the  vital 
questions,  however,  concerning  the  location  of  the  center 
of  equilibriiun  in  their  system  of  government,  and  the 
manner  in  which  the  forces  impinging  thereon  will  be  or- 
ganized and  controlled,  we  find  no  answer.  The  Webbs 
note  that  they  f oimd  their  proposals  for  administrative 
reorganization  fitted  in  with  the  principles  enunciated  in 
the  Report  of  the  Machinery  of  Government  Commit- 
tee to  the  Minister  of  Reconstruction.  With  this  casual 
reference  to  Lord  Haldane's  comparatively  moderate 
proposals  they  dismiss  that  important  subject.  In  short, 
as  we  have  remarked  before,  the  Webbs,  so  far  as  they 
show  their  hand,  seem  to  have  accepted  the  r61e  of  con- 
servative reformers.  If  so,  and  if  what  they  say  about 
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the  break-down  of  the  capitalist  system  is  true,  it  is 
probable  that  they  are  now  not  far  ahead  of  the  opinion 
of  that  average  man  whose  '^  half -articulate  desires" 
they  generally  distrust^  but  whose  support  is  essential 
to  the  realization  of  their  plan. 


There  remains  to  be  considered,  therefore,  the  pre- 
liminary assumption  upon  which  the  Webbs'  plan  is 
predicated,  namely,  that  the  capitalist  system  as  a 
coherent  whole  has  at  the  present  moment  demon- 
strably broken  down.  The  Webbs  do  not  stop  to  demon- 
strate the  break-down  of  capitalism.  Indeed  they 
expressly  disclaim  any  attempt  in  this  book  to  frame  an 
indictment  of  the  capitalist  system.  They  do  pause  at 
one  point  to  cite  with  warm  commendation  Mr.  R.  H. 
Tawney's  recent  monograph  on  The  Sickness  of  the 
Acquisitive  Society.  In  general,  however,  they  are  con- 
tent, in  expounding  their  plan,  tacitly  to  address  those 
for  whom  capitalism  has  lost  its  moral  authority  as 
well  as  its  economic  justification.  The  suggestion  that 
capitalism  has  actually  collapsed  or  is  on  the  verge  of 
doing  so  in  Great  Britain  will  shock  the  American  not 
fully  conversant  with  the  trend  of  events  in  the  'Hight 
little  island."  Capitalism  seems  so  firmly  in  the  saddle 
in  this  country,  and  the  results  of  its  violent  overthrow 
in  such  distant  lands  as  Russia  have  been  represented 
to  be  so  terrible,  that  he  cannot  imagine  sober-minded 
Englishmen  talking  so  calmly  of  its  impending  collapse. 
That  raises  the  question,  what  do  the  Webbs  mean  by 
capitalism. 

Perhaps  one  can  best  answer  by  telling  what  they  do 
not  mean.  They  do  not  mean  the  system  of  xmrestrained 
competition  between  owners  and  users  of  capital  goods 
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whilch  was  the  dream  of  Adam  Smith,  the  breath  of  life 
of  Nassau  Senior,  and  the  despair  of  John  Stuart  Mill. 
That  system,  so  far  as  it  had  ever  flourished  in  the  great 
staple  industries,  has  been  dead  and  gone  for  some  time. 
In  some  other  industries  it  never  succeeded  in  supplant- 
ing the  system  of  independent  craftsmanship.  That 
suggests  the  further  question,  when  did  the  capitalism 
celebrated  by  classical  economists  of  the  nineteenth 
century  arise.  Every  historian  knows  that  no  precise 
date  can  be  assigned.  He  knows  when  important  in- 
ventions were  made,  when  mechanical  power  was  first 
applied  on  a  large  scale  in  various  industries,  when 
manufacturing  gave  way  to  machine  fabrication;  but 
these  changes  took  place  gradually  and  in  different  in- 
dustries at  different  times.  In  some  industries  they 
have  not  taken  place  at  all.  As  with  the  rise  of  modem 
capitalism,  so  also  with  its  fall:  the  future  economic  hich 
torian  will  be  xmable  to  assign  any  precise  date. 

To  the  political  scientist,  if  not  to  the  economist,  the 
significant  feature  of  the  capitalist  system  is  not  the 
method  of  production,  nor  even  the  distribution  of 
wealth  and  income,  but  the  distribution  of  political 
power.  However  slow  and  imperceptible  to  contem- 
poraries may  have  been  the  displacement  by  the  fac- 
tory system  of  production  of  the  earlier  handicraft  and 
domestic  systems,  the  change  in  the  distribution  of 
power  might  come  with  dramatic  suddenness.  The 
feudal  system  fell  in  France  in  August,  1789,  and 
presently  the  capitalist  system  took  its  place.  In  Eng- 
land there  was  no  such  dramatic  shifting  of  power. 
Feudalism  was  not  finally  overthrown  imtil  the  passage 
of  the  Parliament  Act  of  1911.  It  had  already  begun  to 
fall  at  the  time  of  the  Wars  of  the  Roses.  So  it  is  with 
modem  capitalism.  Much  power  has  abready  slipped 
from  the  hands  of  the  capitalists.  More  is  constantly 
slipping,  and  the  end  is  not  in  sight. 
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masses.  A  little  more  success  to  these  organizers  in  the 
great  basic  industries  and  centers  of  population,  and 
socialist  may  well  be  the  apter  descriptive  term  to 
characterize  the  resulting  state  of  society.  Capitalists 
wiU  continue  to  be  active  in  industry  and  in  politics,  but 
their  authority  will  be  outweighed  by  that  of  their  rivals 
in  leadership.  The  transition  is  not  likely  to  be  defini- 
tive at  any  early  date.  There  may  be  temporary  re- 
lapses to  capitalist  predominance  in  politics,  like  that  in 
the  German  commonwealth  since  the  ratification  of  the 
Treaty  of  Versailles.  The  establishment  of  the  socialist 
commonwealth  is  likely  to  be  a  protracted  and  uncertain 
process,  recalling  the  checkered  history  of  the  Third 
Republic  in  France.  In  short  Fabian  tactics  may  actu- 
ally prevail  in  the  struggle  for  political  power  between 
the  defenders  of  the  present  economic  order  and  its 
enemies.  At  some  point  —  perhaps  imminent  —  in 
the  struggle,  the  balance  of  power  will  incline  definr 
itively  against  the  capitalists.  That  event  or  the  present 
prospect  of  it  is  what  the  Webbs  probably  mean  by  the 
break-down  of  the  capitalist  system. 

The  adoption  of  Fabian  tactics  in  the  constituting  of 
the  British  socialist  commonwealth  certainly  is  most 
consonant  with  the  political  genius  of  the  British  people. 
But  under  these  tactics  the  consideration  of  a  systematic 
and  complete  plan  for  organizing  the  public  services  is 
not  an  inevitable  task  of  the  rulers  of  the  state.  Indeed 
the  plan  which  the  Webbs  have  proposed  may  not  be  de- 
signed for  strict  application  by  a  futiu^  liberal-Labor- 
Socialist  coalition.  It  may  have  been  published  rather 
to  refute  the  various  contemporary  attacks  on  Fabian 
socialism  by  the  adherents  of  competing  systems  of 
social  reconstruction.  If  this  be  its  pmpose,  it  must  be 
pronounced  a  very  effective  production.  Whatever  may 
be  thought  of  the  Webbs'  suggestions  for  the  division  of 
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powers  between  the  Political  and  Social  Parliaments  or 
of  their  hopes  for  the  development  of  the  administrative 
bureaucracy,  there  can  be  no  doubt  that  they  have  dealt 
a  heavy  blow  to  the  propaganda  of  the  guild  socialists, 
the  s3mdicalistS;  and  the  revolutionary  communists. 
Their  book  will  be  an  arsenal  of  arguments,  a  magazine 
of  fertile  suggestions,  from  which  future  ministers,  com- 
mitted to  a  moderate  policy  of  state  socialism,  can  draw 
to  meet  the  attacks  of  impatient  and  ultra-radical  critics 
and  to  devise  expedients  for  dealing  with  the  exigencies 
of  the  moment  in  the  conduct  of  affairs.  If  this  be  the 
true  purpose  of  the  authors,  theirs  is  a  most  timely  book, 
a  necessary  sequel  to  their  well-known  pamphlet, 
Labour  and  the  New  Social  Orders  the  authoritative  pro- 
gram of  the  British  Labor  Party.  But  it  is  much  more 
than  a  supplement  to  the  official  platform  of  the  Labor 
Party.  It  is  a  substantial  contribution  to  the  literature 
of  modem  industry  and  politics.  It  will  take  its  place  as 
a  worthy  companion  of  the  History  of  Trade  Unionism 
and  of  Indvstrial  Democraqf. 

A.  N.  HOLGOMBB. 

HaBVABO  UmVEBSITT. 


REVIEW 


LIEFMANN'S  GRUNDSATZE  DER  VOLKSWIRT- 

SCHAFTSLEHRE  ^ 

Fob  over  two  decades  there  have  been  signs  in  Germany  of 
an  awakened  interest  in  economic  theory.  Striking  evidence 
of  the  momentum  of  this  revival  appears  in  the  fact  that  the 
first  edition  of  the  first  volume  of  liefmann's  Grunds&tze 
(fifteen  hundred  copies  he  tells  us)  could  be  disposed  of 
within  three  year^  amid  the  shattering  events  of  war  and 
revolution.  This  surprising  sale  of  a  large  volmne  given 
wholly  to  theory  might,  however,  be  explained  in  part  by  the 
great  claims  which  its  author  advances.  Liefmann's  hat  is  in 
the  ring.  He  would  supersede  practically  all  preceding  theory. 
His  conception  of  economic  life,  he  tells  us,  ''is  not  only  new, 
but  separated  by  a  whole  world  from  the  preceding  one  —  is, 
one  might  say,  almost  a  different  science"  (vol.  ii,  p.  603). 

All  previous  theory  is  materialistic  in  that  it  thinks  chiefly 
of  the  getting  of  quantities  of  material  goods.  It  confuses 
productive  technique  with  economic  calculations  and  activ- 
ity. It  fails  to  analyze  the  fundamental  economic  factors, 
which  are  psychological.  Even  the  Austrian  theory,  tho 
bringing  in  psychological  considerations,  places  them  on  the 
materialistic  background  of  the  older  econcmiics.  Psycholog- 
ical and  realistic  are  the  adjectives,  liefmann  informs  us, 
which  best  differentiate  his  S3rstem  from  others.  But  he  also 
calls  it  d3niamic  (not  using  this  term,  however,  as  generally 
imderstood  by  economists),  abstractly  calculating  {abstrakt 
rechnend)  and  individualistic. 

Eksonomic  life  consists  of  calculations  of  utility  and  cost. 
Whether  as  consumer  or  producer,  we  all  aim  at  a  maximum 

>  Robert  liefmann,  Grunda&tae  der  VoUowirtaobafteMire.  VoL  I,  Qrundlacen  der 
Wirtaehaft,  2te  neu  bearbeitete  Auflage,  pp.  znii,  706  (1990);  r6L  ii,  Qnmdlacfii  dee 
TaneehTerlnhn,  pp.  zvi,  858  (1019). 
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yield  {Erirag)  of  utility  in  excess  of  or  in  proportion  to  cost. 
Cost  is  fundamentally  labor  pain-cost.  Ertrag,  lief  mannas 
darling  concept,  is  usually  spoken  of  by  him  as  an  excess  avet 
cost.  He  manages  the  quantitative  comparison  of  what  ap- 
pear to  be  incommensurable  subjective  states,  by  describing 
the  desire  for  utility  as  a  lack,  a  pain  {UrUustgefuhl).  Deduct 
from  the  pain  of  wanting  a  utility  the  UrdustgefiM  of  laboring 
to  produce  it,  and  you  have  your  Erirag.  Now  each  of  us  dis- 
tributes his  costs  (his  labor)  so  as  to  secure  the  same  Erirag 
at  the  mai^in  of  each  line  of  consumption  and  production. 
Out  of  such  calculations  of  individuals  arise  the  prices  and 
incomes  of  the  exchange  economy  {Tauackwirtschaft)  which 
economic  theory  is  to  explain.  Liefmann's  system,  therefore, 
is  ''individualistic"  in  its  approach  to  the  problems  it  seeks 
to  solve. 

Now  what  happens  to  Liefmann's  psychological  factors 
when  our  individuals  enter  the  market?  Labor  pain-cost  ap- 
parently drops  out.  The  consumer  may  have  income  to  spend 
which  never  cost  him  labor.  Costs  to  him,  therefore,  can  only 
be  pecimiary  costs.  Obviously  to  the  entrepreneur  also  costs 
appear  mostly  in  terms  of  money.  So  in  Liefmann's  exposi- 
tion we  get  pecuniary  costs  substituted  for  the  fundamental 
labor  pain-cost,  with  occasional  references,  however,  to  the 
latter,  as  ''lying  behind"  the  tnoney  costs.  But  Ertrag  still 
continues  to  play  its  part  in  the  exposition.  It  is  now  yield  of 
utility  in  excess  of  or  in  proportion  to  pecimiary  costs  for  the 
consumer,  and  money  profits  for  the  producer. 

When  we  come  to  the  explanation  of  the  market  value  of 
conmiodities,  we  get  an  account  of  the  factors  on  the  side  of 
demand  which  is  quite  in  the  vein  of  the  Austrian  theory 
which  Liefmann  professes  to  reject,  except  that  marginal 
yield  (Oremerirag)  takes  the  place  of  marginal  utility  (Grem- 
mUzen).  Now  it  may  be  argued  that  economic  theory  is  not 
vitally  concerned  with  a  refined  analysis  of  the  consumer's  or 
purchaser's  stat^  of  mind.  Grant  the  existence  of  a  demand 
schedule  as  pictured  by  the  curve  now  so  familiar  to  the  reader 
of  English,  American,  and  Italian  publications,  and  the  econ- 
omist has  all  he  needs  so  far  as  demand  enters  into  his  prob- 
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lem.  But  inasmuch  as  liefmann  professes  to  have  made  an 
importact  contribution  at  this  point,  we  may  stop  to  inquire 
whether  his  conception  of  Ertrag  is  really  an  improvement  on 
the  Austrian  formulation.  That  the  utOity  of  an  article  may 
exceed  what  is  paid  for  it,  is  not  a  new  thought.  This  excess 
has  even  been  given  a  name  and  has  been  the  subject  of  vexa- 
tious controversy  among  economists.  But  it  is  not  to  be 
thought  of  as  excess  or  surplus  of  utility  over  the  money  paid 
for  it  (or  over  the  pain-cost  back  of  the  money),  but  as  surplus 
of  utQity  over  the  utility  of  other  things  purchasable  at  the 
same  price.  At  the  margin  of  consumption  the  surpluses 
vanish.  The  increment  of  utility  got  from  any  particular 
commodity  is  there  equal  to  that  of  any  other  commodity 
within  the  particular  consumer's  horizon  which  may  be 
bought  with  the  same  money.  There  is  an  equalization  (Aii»- 
gleichtmg)  of  utilities,  not  of  surpluses.  The  equalization  of 
marginal  surpluses  (GremerMige)  upon  which  Liefmann  lays 
such  solemn  stress,  is  really  the  extinction  of  these  surpluses. 

On  the  side  of  the  supply  of  conunodities,  Ertrag  appears  as 
pecuniary  profit,  excess  of  prices  realized  over  the  expenses  of 
production  and  marketing.  The  money  received  may  stand  in 
the  business  man's  mind  for  the  utility  of  what  he  expects  to 
get  with  it,  and  back  of  his  expenses  —  pretty  far  back  — 
may  be  the  pain-cost  of  labor.  But  virtually  Liefmann's  sys- 
tem has  passed  out  of  its  psychological  phase  into  the  realm 
of  pecuniary  calculations.  An  extreme  nominalist,  he  regards 
money  as  nothing  but  the  abstract  unit  of  accounts.  His 
theory,  therefore,  begins  to  assume  the  title  of  ''abstract  cal- 
culation." The  quantity  of  any  commodity  placed  on  the 
market  is  determined  by  the  search  for  profit  (Ertrag)  which 
acts  in  such  manner  in  the  competitive  industries  as  to  estab- 
lish a  marginal  rate  of  profit.  At  this  point  Liefmann  brings 
in  some  very  effective  criticism  of  a  common  tendency  of  Ger^ 
man  economists  to  speak  of  "normal  or  expected  or  average 
profit"  instead  of  marginal  profit,  and  to  regard  such  profit 
as  an  element  of  cost. 

There  is  in  his  exposition  a  ccmunendable  insistence  on  the 
connection  of  all  prices  in  the  calculations  of  both  consumers 
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and  producers.  He  professes,  however,  to  be  the  first  to  reveal 
this  connection  fully  and  asserts  that  only  in  the  case  of  oc»n- 
modities  which  have  elements  of  cost  in  common  has  any 
connection  been  recognized  by  previous  theory.  This  claim 
to  originality  cannot  of  course  be  allowed.  It  is  no  doubt  true 
that  from  much  of  our  economic  literature  a  careless  reader 
might  get  the  impression  that  each  commodity  gets  its  price 
determined  apart  from  the  prices  of  other  things.  Indeed  it  is 
not  easy  to  make  the  beginner  in  economics  see  the  connec- 
tion between  prices  and  the  ^dstence  of  a  system  or  q^t^ns 
of  prices.  But  apart  from  the  general  recognition  of  alterna- 
tive uses  of  factors  of  production,  all  modem  theory  also  rec- 
ognizes as  determining  the  demand  for  any  commodity  tiie 
comparison  of  its  utility  with  that  of  other  commodities.  Hie 
relation  between  prices  appears  most  clearly  in  the  exposi- 
tions of  the  mathematical  economists  but  it  is  necessarily  im- 
plied, even  when  not  explicitly  stated,  in  the  writings  of  other 
theorists. 

Price  is  taken  by  Liefmann  to  be  a  monetary  expres- 
sion. He  rejects  the  usual  (jerman  definition  of  Prei9  as  goods 
given  in  exchange,  because  this  is  part  and  parcel  of  the  ma- 
terialistic economics  which  he  would  exorcise.  He  appears 
not  to  perceive,  however,  that  his  theory  of  price,  as  he  dis- 
cusses it  under  the  head  of  demand  and  supply,  is  a  theory  of 
comparoiive  price  only,  that  is  of  value,  as  that  term  is  under- 
stood by  the  classical  writers.  To  make  it  a  complete  theory 
of  prices,  it  needs  to  be  supplemented  by  a  theory  of  the 
general  price  level.  So  far  as  the  latter  receives  any  attention 
from  him,  it  is  in  the  discussion  of  increase  of  money  under 
the  head  of  factors  causing  changes  in  prices.  Increase  of 
money,  however,  is  considered  side  by  side  with  factors  affect- 
ing particular  commodities  and  relative  prices  only.  In  this 
muddled  way  of  explaining  changes  in  the  price  level,  lief- 
mann unfortunately  does  not  stand  alone  among  Grerman 
writers. 

His  long  drawn  out  description  of  the  general  mechanism  of 
demand  and  supply  contains  occasional  pages  of  admirably 
lucid  exposition  of  established  doctrine,  but  the  reviewer  fails 
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to  discover  any  considerable  contribution  to  our  knowledge. 
When  we  come  to  the  problem  of  what  determines  the  prices 
entering  into  the  entrepreneur's  costs,  it  is  not  easy  to  follow 
a  writer  who  rejects  the  tried  instruments  of  economic  anal- 
ysis and  disposes  of  long-standing  problems  as  illusions.  The 
whole  doctrine  of  imputation  of  shares  in  the  product  to  the 
different  producers' goods  and  factors  of  production  employed, 
Liefmann  declares  to  be  nonsense.  His  arguments  against  the 
possibility  of  imputation  show  little  comprehension  of  modem 
theory.  One  argument  quoted  with  approval  from  Dr.  Mohr- 
mann  is  a  diverting  play  on  words.  The  imputation  theory, 
sa3ns  this  writer,  assmnes  that  in  the  product  we  get  the  sum  of 
productive  effects  of  the  different  factors  of  production.  But 
production  gives  a  produd  not  a  sum.  It  is  multiplication 
not  addition.  Not  bow  plus  arrow  equals  the  bird  the  hunter 
kills,  but  bow  times  arrow  equals  bird!  Entrepreneurs  —  to 
go  on  with  his  more  general  criticism  —  don^'t  value  sidparate 
producers'  goods  and  factors  of  production.  They  just  pay  for 
them,  and  if  their  total  costs  fall  below  the  total  of  prices 
realized  on  the  sale  of  the  products,  there  is  Etirag.  Prices 
whether  for  goods  or  services  or  factors  of  production,  are 
determined  by  bargaining  power,  by  positions  of  competitive 
and  monopolistic  advantage  and  disadvantage.  Capital  is 
simply  money  cost  to  the  entrepreneur.  The  gain  of  capital 
about  which  theorists  have  made  such  a  pother,  is  very 
simple.  It  is  the  Etirag  or  profit,  and  profit  is  no  problem  but 
just  the  goal  and  regulative  principle  of  economic  activity 
(Vol.  ii,  p.  602).  It  is  the  materialistic  way  of  looking  at 
things  which  creates  the  imaginary  difficulties  and  puzzles  of 
our  traditional  theory  of  distribution.  Leave  aside  all  thought 
of  quantities  of  goods  and  technical  services  of  factors  of 
production,  and  view  bargaining,  purchase,  and  sale  simply 
as  turning  about  money  prices  (and  money  no  material  thing 
but  just  abstract  unit  of  accounts),  and  everything  is  per- 
fectly clear. 

That  is,  it  is  perfectly  clear  to  Professor  Liefmann.  Regard- 
ing the  whole  economic  S3rstem  in  its  monetary  aspects,  one 
might  get  the  idea  that  all  that  is  necessary  to  assure  a  gain  to 
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capital  is  that  the  annual  total  of  incomes  spent  for  oon- 
Burners'  goods  shall  exceed  the  annual  total  of  sums  invested 
or  re-invested.  The  proportion  of  this  excess  would  account 
also  for  the  rate  of  return  (the  average,  not  the  maiginal  rate). 
But  such  a  way  of  looking  at  the  matter  is  too  coDectivistic, 
not  individualistic  enough  even  to  occur  to  liefmann.  As  it 
is,  he  leaves  the  matter  of  the  existence  and  rate  of  capitalistic 
gain  a  mystery .  He  denies  that  there  is  any  reason  for  regard- 
ing the  existence  of  interest  on  capital  as  more  of  a  prMetn 
than  the  pasrment  of  wages  to  the  laborer  or  of  rent  to  the 
land-OTimer.  He  remarks  that  if  the  rate  of  interest  i^pears 
insufficient,  funds  will  be  spent  for  consumers'  goods  rather 
than  devoted  to  investment,  but  this  idea  does  not  lure  him 
on  to  the  formulation  of  an  abstinence  or  time-preference 
theory.  Land  in  its  money  cost,  we  may  note  in  passing,  is 
capital  to  Liefmann,  and  land  rent  therefore  is  merged  with 
income  of  capital. 

He  rejects  the  concept  of  distribution  as  materialistic  and 
''sociological"  (coUectivistic)  and  announces  that  in  future 
he  will  ignore  discussions  based  on  the  idea  of  a  division  or 
distribution  of  the  total  product  of  society.  What  beni|^ted 
theorists  still  consider  imder  that  title,  Liefmann  takes  up 
under  the  head  of  Einkommendehre.  The  idea  of  substituting 
a  theory  of  incomes  in  place  of  one  of  distribution  is  not  new 
to  German  literature,  but  was  introduced  by  Philippovich 
some  years  ago  in  his  GrundrtM  (ier  poItttacAen  Oefconomte.  In 
liefmann's  treatment,  it  falls  easily  into  place  in  the  pecu- 
niary system  of  economics.  Incomes  (money  incomes)  arise  as 
Ertrdge  out  of  prices  and  the  spending  of  incomes  determines 
prices;  and  thus  the  circle  is  closed. 

In  place  of  the  four  traditional  shares  in  distribution  Lief- 
mann considers  a  greater  number  of  different  kinds  of  in- 
come. For  unskilled  labor  he  sets  forth  a  subsistence  theory  of 
wages.  This,  however,  is  not  given  the  usual  Malthusian 
basis  but  is  supported  by  the  curious  argument  that  if  wage- 
earners  receive  less  than  the  money  wages  necessary  to  main- 
tain their  standard  of  living  under  the  existing  scale  of  prices, 
the  consumers'  goods  which  they  are  in  the  habit  of  pur- 
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chasing  will  fall  in  price  and  they  will  receive  the  same  real 
income.  Per  contra,  if  they  get  higher  wages,  prices  of  con- 
sumers' goods  will  rise  and  they  will  be  no  better  off.  Com- 
ment seems  wmecessary. 

A  formulation  of  economic  theory  in  terms  of  money  prices 
rather  than  in  terms  of  value  and  of  quantities  of  goods  has 
some  pedagogical  advantages.  The  reviewer  is  disposed  to 
regard  it  as  the  only  feasible  method  of  presenting  the  subject 
to  the  imdergraduate.  But  in  opposition  to  liefmann,  Cassel 
(ThearetUche  Sozialdkanamie,  1918)  and  some  of  our  American 
insurgents,  it  may  be  maintained  that  such  a  method  is  not 
complete  and  that  to  the  seasoned  theorist  there  is  a  gain  in 
stripping  off  the  monetary  side  of  economic  phenomena  to  get 
at  fimdamental  factors,  to  think  in  terms  of  value  rather  than 
of  price.  liefmann  regards  as  one  of  the  chief  causes  of  error 
in  the  prevailing  theory  the  persistent  attempt  to  look  behind 
the  money  vefl.  He  makes  tlie  veil  itself  his  theme.  But  if  he 
had  been  less  fascinated  by  it,  he  might  not  have  overlooked 
so  completely  certain  important  problems.  For  instancoi 
there  is  in  these  bulky  voliunes  on  the  Orundadize  of  economics 
no  consideration  of  the  character  of  the  capitalistic  method  of 
production  nor  of  the  part  played  by  capitalists  in  increasing 
or  maintaining  our  productive  apparatus.  Altho  he  condenms 
the  great  work  of  Bohm-Bawerk  in  Mo  (vol.  ii,  p.  379)  lief- 
mann might  have  profited  by  a  careful  study  of  it. 

It  is,  of  course,  not  easy  to  appraise  Liefmann's  theorizing 
in  all  its  ramifications,  even  were  it  worth  the  effort.  He 
writes  an  easy,  fluent  style,  and  the  book  contains  interesting, 
passages.  On  the  whole  there  is  little  reward  for  the  pain-cost 
of  going  through  its  fifteen  hundred  pages.  His  understand- 
ing of  the  existing  body  of  economic  theory  is  astonishingly 
superficial.  It  is  conceivable  that  a  vigorous  mind  unham- 
pered by  what  others  have  accomplished  might  attain  to  new 
and  valuable  ideas.  But  when  a  writer  with  all  the  prestige 
that  goes  in  Grermany  with  academic  position  puts  forth  such 
vast  claims  to  originality  as  does  Professor  Liefmann,  he 
should  have  informed  himself  conscientiously  of  what  has  al- 
ready been  done  in  the  field.  A  long  catalog  could  be  made 
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of  his  misconoeptioiis  of  other  writers  and  of  his  recklefis  gen- 
eralizations in  regard  to  prevailing  theoretical  tendencies. 
Here  and  there  in  his  many  critical  passages  he  scores  a  point, 
but  often  it  is  about  matters  largely  verbal  in  character.  Such 
criticism^  of  course,  may  have  value.  There  are  altogether  too 
many  careless  expressions  current  in  economic  literature  and 
their  gradual  elimination  is  much  to  be  desired.  But  it  is  not 
easy  to  make  exposition  of  complicated  matters  absolutely 
fool-proof  and  often  it  is  not  worth  trying.  ''life  is  not  long 
enough  for  us  to  express,  either  in  speech  or  in  writing,  all  the 
limitations  and  reservations  which  we  leave  implicit  in  our 
statements."^ 


G.  A.  Klkibnk. 


TBDnTT  COLLBOE, 

Hasttobd,  Conn. 


>  Henry  Higgi  in  the  Eoooomio  Journal,  June,  1020,  p.  244. 
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EARLY  HISTORY  OF  THE  TERM  CAPITAL 

It  would  not  have  been  at  all  surprising  if  the  adjective 
capitalis,  fonned  by  the  Romans  from  their  substantive 
caput,  which  is  the  Latin  for  our  substantive  "head/'  had 
been  applied  by  them  to  many  different  things.  We  ourselves, 
using  "head"  adjectively  or  in  composition  with  a  hyphen, 
talk  of  head-keepers,  head-offices,  head-quarters  and  many 
other  head  things.  But,  if  the  dictionaries  are  to  be  trusted, 
Latin  writers  of  the  classical  period  generally  confined  their 
use  of  capitalis  to  the  sense  in  which  we,  following  them,  use 
the  adjective  "capital"  in  appl3dng  it  to  crimes  and  punish- 
ments —  the  sense  of  "having  to  do  with  life."  But  they  did 
sometimes  use  it  in  what  to  us,  with  our  belief  that  the  head  is 
the  seat  of  personality,  seems  the  more  obvious  sense  of  "most 
important."  In  later  ages  this  use  became  conmion,  so  that 
the  French  speak  of  "la  ville  capitale  d'un  pays,"  "le  point 
capitale  de  Faffaire,"  and  the  English  used  to  speak  of  "the 
capital  messuage"  and  still  speak  of  "the  capital  city  of  a 
country,"  and  "the  capital  merit"  of  a  work,  and  many  other 
things.^  In  this  sense  it  is  synonymous  with  "chief,"  which  is 
itself  nothing  but  the  French  chef,  a  softened  form  of  caput.' 

Now  if  we  ask  ourselves  what  is  the  chief  sum  of  money 
dealt  with  in  any  particular  business,  whether  that  business  is 
carried  on  by  an  individual  or  by  a  small  number  of  partners 
such  as  we  call  a  firm  or  by  a  larger  number  of  partners  such 
as  we  call  a  company,  the  answer  is  "the  sum  which  is  the 
foundation  of  the  business,  the  total  of  money  on  which  the 
individual,  firm  or  company  carries  on  trade."  At  first  this  is, 

>  A  "capital  lettor"  U,  howeveft  not  a  moat  important  letter  but  originally  one  that 
stood  at  the  head  of  a  aentenoe  or  word,  and  subeequently  any  letter  aimilar  in  fonn- 

*  See  Hatifeldt  and  Danneeteter,  Diet.  tfin.  de  la  lansue  fran^aiee,  t.  ▼.  dief. 
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of  course,  the  amount  on  which  the  businefis  is  started;  later, 
it  is  that  amount  plus  any  additions  which  may  have  been 
made  to  it,  and  minus  any  subtractions  which  may  have  been 
made  from  it.  What  additions  and  subtractions  should 
properly  be  made  is  constantly  a  matter  on  which  opinionfl 
differ,  and  the  rules  generally  accepted  differ  to  some  extent 
between  different  kinds  of  business  and  even  within  the  same 
kind  of  business  according  as  it  is  carried  on  by  an  individual 
or  a  firm  or  a  company.  But  tho  dispute  may  arise  about  the 
correct  amount  of  the  sum,  there  is  never  any  doubt  about  its 
identity.  Critics  of  the  accoimts  may  say  that  the  sum  is 
really  greater,  or  that  it  is  really  less,  than  it  is  represented; 
they  may  even  say  that  it  is  ''all  lost,"  while  the  managers 
assert  equally  confidently  that  it  is  not;  but  there  never  is  any 
question  about  there  being  such  a  thing,  even  if  it  is  alleged 
that  its  amoimt  is  now  nil  or  a  minus  quantity.  It  is  the 
''chief"  sum  because  it  originally  started  the  business,  and 
because  it  is  ordinarily  bigger  than  the  sums  obtained  by 
means  of  the  business —  "the  profits"  for  the  short  periods 
such  as  a  year  or  half-year  for  which  they  are  likely  to  be  cal- 
culated. The  kind  of  preeminence  which  it  possesses  is  the 
same  as  that  which  a  sum  lent  has  over  the  interest  upon  it 
and  which  leads  us  to  call  that  sum  "the  principal"  sum,  or, 
for  short,  "the  principal." 

My  linguistic  attainments  are  not  sufiicient  to  enable  me  to 
speak  positively  on  the  subject,  and  an  effort  I  once  made  to 
enlist  foreign  assistance  (in  the  Revue  d^iconomie  politique, 
May,  1893,  pp.  178,  179)  was  a  failure,  but  I  believe  that 
whatever  was  the  modem  equivalent  of  the  Latin  capitalis 
was  used  as  a  substantive  to  indicate  this  chief  sum  in  a  busi- 
ness in  several  of  the  Continental  countries  by  at  least  the 
middle  of  the  sixteenth  century.  The  way  was  very  probably 
smoothed  for  it  by  Low  Latin  usages;  B5hm-Bawerk  says, 
without  giving  any  authority,  that  capitalis  pars  ddriti  meant 
the  principal  of  a  debt.^  Irving  Fisher^  quotes  from  Du 
Cange's  Glossarium  "capitale  dicitur  bonum  omne  quod  pos- 

>  Podtive  Tlieory  of  Capital,  1801,  p.  24. 
*  Nature  of  Capital  and  Inoome,  1006,  p.  02. 
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sidetur/'  i.  e.,  ''capital  is  a  name  for  all  the  goods  possessed/' 
Anyway,  the  first  examples  of  the  use  of  capital,  or  rather 
''  capitall/'  in  this  sense  which  have  been  unearthed  in  English 
literature  are  in  books  which  seem  to  be  attempting  to  teach 
the  English  merchant  how  to  keep  accounts  with  the  aid  of  the 
superior  methods  practised  abroad.  Professor  W.  R.  Scott 
teUs  us  that  James  Peele,  who  taught  ''the  art  of  Italian  mer- 
chants accounts/' writing  in  1569, describes  "an  inventorie  for 
trafique"  as  "a  note  to  be  taken  in  writinge  of  all  thinges, 
f  ounde  and  remayninge  in  the  house  apperteyninge  to  trade  of 
merchaundise,  thereby  to  know  a  mans  estate,  and  doth  con- 
sist of  ii  kinds;  the  one  whereof,  is  that  a  man  hathe  or  ought 
to  have  in  possession,  to  saye  in  readye  monie,  debtes  and 
goodes;  and  another  kinde,  is  that  which  he  oweth  to  other 
men  being  his  creaditours,  and  by  comparinge  of  the  totaU 
somme  of  the  readye  monie,  debtes  and  goodes,  with  the 
totaU  somme  of  creaditours,  the  estate  of  that  accompte  is 
presentlye  perce3rved  (that  is  to  saye)  so  muche  as  the  mon3re 
debtes  and  goodes  sormounte  the  creaditours,  so  muche  ap- 
perteyneth  to  the  owner  of  that  accompte  for  his  proper 
stocke  or  capitall,  in  traffique."^  Murray's  New  English  Die- 
tionaryy  the  Oxford  Dictionary  or  N.  E.  jD.,  gives  from  the 
Briefe  Instr.  of  J.  Mellin  (a  writer  about  whom  I  have  not  yet 
ascertained  anything)  published  in  1588  "The  remaine  is  the 
net  rest  substance  or  capitall  of  the  owner."  Richard  Daf- 
fome,  on  whom  the  e£fect  of  foreign  influence  is  sufficiently 
suggested  by  his  giving  his  examples  in  guilders,  in  The  Mer- 
chant's Mirrour;  or  Directions  for  the  perfect  ordering  and 
keeping  of  his  accounts,  1635,  gives  this  instruction:  "No.  96. 
to  booke  the  capitall  which  each  partner  of  a  joint  company 
promiseth  to  bring  in: 

Simon  Sands  promiseth  into  the  company  for 

his  stocke,   gl.  11,400 

And  Richard  Rakes  for  his  stocke  intendeth, .  gl.    7,800 

gl.  19,200" 

1  The  Pftthw^ye  to  Perfeotnes,  in  th'  aooompte  of  debitottr  and  crmditonr;  in 
manner  of  a  Dialogue,  veiy  pleaaaunte  and  profitable  for  Merehaontea;  quoted  in 
Scott's  Constitution  and  Finance  of  English,  Scottisli  and  Irish  Joint  Stock  Companiss 
to  1720,  TO^  i.  p.  61,  1912. 
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« 

The  Oxford  Dictionary  quotes  Clotgrave's  DicUonarie  of  the 
French  and  English  Tongue,  1611,  as  negative  evidenoe  sug- 
gesting that  capital  was  not  at  that  date  in  familiar  use  in 
England,  since  Cotgrave,  who  was  by  no  means  superior  to 
the  common  lexicographer's  practise  of  translating  a  word  by 
itself  (as  riche  by  "rich/'  g^n^ralit^  by  "generality/'  large  by 
"large"),  does  not  say  that  the  French  capital  is  "ci4)ital/' 
but  "wealth,  worth,  a  man's  principall  or  chiefe  substance." 
He  gives  as  an  example  of  its  use,  "en  argent  soit  le  capital  de 
oeluy  la  qui  te  veut  mal.  Prov.  Let  money  be  thy  enemies 
whole  stocke."^ 

Three  years  after  Cotgrave's  Dictionary  was  published, 
capital,  we  are  told  by  Professor  W.  R.  Scott,  heg&D.  to  be 
used  in  the  records  of  the  'East  India  company  to  indicate 
what  we  should  now  call  the  nominal  amount  of  the  holding  of 
a  shareholder,  not  "in  the  company,"  for  the  company  had 
not  yet  arrived  at  the  stage  of  having  a  permanent  stock  or 
capital,  but  in  one  of  the  undertakingB  called  a  "voyage." 
When  the  shareholders  in  one  of  these  "voyages"  were  to 
receive  a  sum  equal  to  50  per  cent  on  their  holdings,  on  Sep- 
tember 20,  1614,  the  records  call  this  a  division  of  "fifty  on 
the  hundred,"  but  on  December  6  they  call  it  a  division  of 
a  "half-capital,"  and  a  fortnight  later  they  speak  of  "capital 
in  money"  being  divided  where  we  should  speak  of  a  divi- 
dend of  100  per  cent.  "After  1614,"  sa3r8  Professor  Scott, 
"payments  expressed  in  terms  of  one  or  more  'capitals'  are 
frequent."  Here  the  term  "  capital "  is  used,  just  as  in  the  ex- 
ample quoted  above  from  Daffome,  for  the  capital  subscribed 
by  the  £^areholder  (or  held  by  him  if  he  has  obtained  his  shares 
otherwise  than  by  being  an  original  subscriber).  Moreover  in 

>  ThoM  who  eoDiult  tha  Oxford  Dictionary  ahotild  make  themaelvM  acquainted  with 
tha  vjrmbola  it  employ*.  Sevend  food  writcrt,  failing  in  this,  have  imacinedCoCBmTe*s 
to  bo  a  dictionary  of  EncUah,  and  have  therefore  quoted  hi*  translation  of  the  French  word 
capital  aa  if  it  were  a  definition  of  the  Enclish  word  capital.  They  would  have  aroided 
this  error  if  thcgr  had  noticed  that  the  quotation  from  Cotcrave  b  preceded  by  the 
«3rmboI  intended  to  indicate  negative  evidence;  the  N.E.D.  quotes  Cotgrave's  transla- 
tion to  show  that  ci^iital  was  noi  familiar  to  leiieogiaphers  as  an  English  word  in  1611. 
lliis  negative  evidence  may  be  supplemented.  The  1683  edition  of  Cotgrave*s  work  has 
an  Bnglish-Flraneh  part  which  gives  *'  Capitall,  capital.  eapHulaire,  a  great  capitall  (or 
teat)  letter,  cadeau."  And  Heniy  Hexham's  copious  Eng^  and  Nether  duyteh  Dio- 
tionaiie,  1660,  gives  Capttael,  The  Principle  or  Chief  Summe. 
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1621  an  Engliah  translation  of  Orders  of  the  States-General  of 
the  United  Provinces  for  the  establishment  of  a  West  Indian 
Company  mentions  the  "capital  or  stock"  of  the  members  of 
the  company  and  the  ''ci^ital  smns''  subscribed  into  the 
company  by  them.  Professor  Scott  thinks  that  the  new  term 
was  introduced  because  the  "stock"  of  the  company  in  the 
sense  of  the  things  which  it  possessed  included  what  it  had 
bought  with  borrowed  money,  so  that  when  it  was  expressed . 
in  terms  of  money  the  total  stock  of  the  company  would  be 
what  was  subscribed  by  the  shareholders  plus  what  was  bor- 
rowedy  and  therefore  a  division  of  fifty  on  the  hundred  (or,  as 
we  should  say,  50  per  cent)  "on  the  stock"  might  be  mis- 
understood. It  is  clear  that  the  various  significations  of 
"stock"  in  connection  with  companies  would  require  to  be 
distinguished  somehow,  and  the  rather  exotic  "capital"  was 
called  in  for  the  purpose. 

From  calling  the  holdings  of  the  individual  members  of  a 
company,  when  thought  of  as  amounts  of  money,  their  "capi- 
tals," it  is  a  very  short  step  to  calling  the  aggregate  of  these 
holdings  "the  capital  of  the  company";  a  short  step  which  is 
made  easier  by  the  fact  that  this  aggregate  is  the  thing  upon 
which  all  operations  of  the  company  are  founded  —  it  is  the 
most  important  or  chief  stock  of  the  company.  We  can  almost 
see  the  working  of  the  seventeenth-century  mind  in  this 
matter  in  the  Bank  of  England's  1697  act  of  Parliament  (8  A 
9  W.  ft  M.,  chap.  20).  Sect.  20  first  wedges  the  adjective 
"capital"  in  between  "common"  and  "principal,"  speaking 
of  the  "common"  capital,  and  "principal"  stock  of  the  com- 
pany, and  then  drops  both  "common"  and  "principal"  by 
referring  to  the  same  thing  as  "the  said  capital  stock."  The 
term  "  common  "  suggests  the  idea  of  aggregating  the  individ- 
ual "capitals,"  and  "principal"  suggests  the  idea  of  the 
preeminence  of  the  particular  stock.^ 

The  Act  shows  that  the  idea  of  the  capital  of  the  company 
as  a  sum  of  money  with  nothing  but  an  historical  connection 

>  Ai  ibtn  mn  no  oommM  in  tha  orisinAl,  tlM  word  ^'oapital**  in  **oommoB  «ipiUil 
ftad  ivineipal  itook"  might  be  Ulnn  to  be  •  rabetantiTe,  but  this  intarptetatiaB  •mom 
woluded  by  th«  UM  of  **eftpital  stock,"  and  would  make  nodifferanoa  to  tha  aiiumant 
abora  if  it  were  adopted. 
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with  the  actual  poesessions  of  the  company  at  the  moment 
had  as  yet  made  little  progress,  since  ''for  the  better  settling 
and  adjusting  the  right  and  property  of  each  member'^  of  the 
company,  the  capital  stock  was  to  ''be  computed  and  esti- 
mated by  the  principal  and  interest  owing  to  them  from  the 
king  or  any  others  and  by  cash  or  by  any  other  effects  whereof 
the  said  capital  stock  shall  then  really  consist  over  and  above 
the  value  of  the  debts  which  they  shall  owe  at  the  same  time." 
The  idea  evidently  is  that  the  "real"  capital  stock  is  the 
assets  less  liabilities,  not  the  sum  originally  subscribed  plus 
additions  and  minus  subtractions  made  in  some  formal  man- 
ner. But  we  may  safely  say  that  in  the  r^on  of  company 
finance  capital  was  fairly  established  by  the  end  of  the  seven- 
teenth century  in  the  two  senses  in  which  it  is  still  understood 
there.    When  the  company  started,  and  shareholders  pro- 
vided the  money,  they  were  said  to  provide  "capital,"  and 
this,  once  obtained,  became  the  "capital  stock,"  or  shortly 
"the  capital"  of  the  company,  and  was  the  sum  on  which 
profits  were  reckoned  and  dividends  declared  at  so  much  per 
cent,  its  ownership  being  regarded  as  distributed  among  the 
members  or  shareholders  in  proportion  to  the  number  of 
pounds  held  by  each  of  them.^ 

Starting  thus  in  company  finance,  the  term  gradually  won 
its  way  into  the  fields  of  individual  finance,  "political  arith- 
metic," and  economics. 

In  earlier  times  the  individual  could  feel  no  want  of  such  a 
term  in  his  own  affairs.  The  primitive  agriculturist,  feeding 
himself  and  his  family  almost  entirely  on  what  he  and  they 
have  won  from  the  ground  with  their  own  hands,  might 
recognize,  like  Abraham  and  Lot,  that  his  stock  of  cattle  had 
increased,  or  that  he  had  got  his  soil  into  better  condition,  but 
he  certainly  never  dreamt  of  saying  that  he  had  put  a  certain 
number  of  shekels  or  pounds  into  the  business  and  was  getting 
10  per  cent  or  any  other  percentage  upon  that  number.  The 

>  I  am  not  forgetting  that  companies'  capitals  are  often  divided  into  shares,  that 
dividends  are  declared  at  so  much  per  share,  and  that  each  member  is  regarded  at  hold- 
ing a  number  of  shares.  In  fact  the  shares  are  always  described  as  "-pound  shares,** 
and  the  holder  of  a  £10  or  £1  share  is  in  just  the  same  position  as  the  holder  of  £10  or  £1 
of  "stock"  in  a  company  iHiioh  does  not  allow  division  below  £10  or  £1« 
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early  artisan  knew  when  his  stock  of  tools  was  improving  or 
deteriorating  and  when  his  stock  of  materials  or  finished 
goods  was  greater  or  less,  but  it  did  not  occur  to  him  that  he 
ought  to  know  what  profit  he  was  making  on  the  sum  of 
money  which  he  had  —  very  gradually  in  all  probability  — 
''put  into  the  business." 

But  by  the  time  the  term  capital  came  into  general  use  in 
connection  with  companies,  there  were  many  individuals, 
chiefly  merchants,  who  could  make  some  estimate  of  the 
amount  of  money  embarked  in  their  business,  and  who  would 
find  it  convenient  to  calculate  what  percentage  upon  that 
amount  they  were  making,  inasmuch  as  the  percentage  would 
tell  them  whether  they  were  doing  well  or  ill  compared  with 
their  neighbors  at  the  same  time,  and  compared  with  them- 
selves in  earUer  periods,  and  also  whether  it  would  be  better  to 
drop  the  particular  line  of  business  and  take  up  some  other. 
"Stock''  was  not  a  very  convenient  term  for  the  amount  of 
money  put  into  the  business,  since  it  properly  signified  the 
actual  things  owned,  tho  sometimes  used  of  the  money 
put  into  them.  A  man's ''stock-in-trade"  would  be  that  part 
of  his  goods  which  was  used  in  his  trade,  but  what  was  wanted 
was  a  name  for  the  amount  of  money  invested  in  this  stock- 
in-trade.  It  was  very  naturally  found  in  the  term  which  had 
come  into  use  for  the  amount  invested  in  the  stock-in-trade  of 
a  company,  and  men  began  to  talk  of  "putting  capital  into" 
their  own  individual  business  just  as  they  spoke  of  putting 
capital  into  such  and  such  a  company. 

So  Postlethwayt's  Universal  Dictionary  0/  Trade  and  Camr 
merce  in  1751  gives  us  this: 

"Capital,  amongst  merchants,  bankers,  and  traders,  sig- 
nifies the  siun  of  money  which  individuals  bring  to  make  up 
the  conunon  stock  of  a  partnership  when  it  is  first  formed.  It 
is  also  said  of  the  stock  which  a  merchant  at  first  puts  into 
trade,  for  his  account.  It  signifies  likewise  the  fund  of  a 
trading  company  or  corporation,  in  which  sense  the  word 
stock  is  generally  added  to  it.  Thus,  we  say  the  capital  stock 
of  the  bank,  &c.  The  word  capital  is  opposed  to  that  of 
profit  or  gain,  though  the  profit  often  increa^  the  capital, 
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whom  pn^ts  are  to  be  divided.  Consequently  he  is  more 
likely  to  think  of  the  capital  in  his  business  as  the  mon^y 
value  of  the  stock-in-trade  and  goodwill  of  the  business  at  the 
moment  when  the  accounts  are  made  up.  If  it  is  less  than  it 
was  last  time  the  accounts  were  made  up  the  capital  in  the 
business  is  less  by  the  amount  of  the  difference  and  vice  versa. 
Thus  the  capital  of  the  merchant  or  manufacturer  came  to 
mean,  not,  like  the  capital  of  the  company,  a  stereotyped 
figure  having  some  historical  connection  with  the  amount  of 
money  originally  invested,  but  the  money  value  at  the  mo- 
ment of  the  stock-in-trade  and  goodwill  less  debts;  or  shortly 
the  assets  less  the  liabilities. 

I  do  not  think  any  one  in  the  eighteenth  century  proposed 
to  extend  the  conception  of  the  capital  of  the  merchant  or 
manufacturer  so  as  to  make  it  cover  the  whole  of  his  assets 
less  the  whole  of  his  liabilities  as  a  man.  It  was  confined  to  so 
much  of  his  assets  and  liabilities  as  belongs  or  appertains  to 
that  side  of  him  which  is  merchant  or  manufacturer.  When  a 
company  is  formed  to  carry  on  a  business,  the  question  here 
invdved  cannot  be  asked  with  regard  to  it.  The  funds  which 
it  employs  in  its  business  are  necessarily  separated  from  the 
rest  of  the  property  of  its  individual  members.  It  is  true  that 
the  separation  disappears  if  the  company  is  one  with  ''un- 
limited liability  "  and  is  insolvent.  But  all  the  more  important 
of  the  old  companies,  like  all  modem  companies,  had  limited 
liability;  and  after  all  solvency  is  more  usual  and  normal  than 
insolvency.  So  the  capital  of  a  company  was  never  difficult 
to  distinguish  from  other  property  owned  by  its  proprietors. 
But  when  an  individual  carries  on  business  on  his  own  ac- 
count, there  is  no  corresponding  distinction  of  ownership 
between  property  belonging  to  his  business  and  property  outr 
side  that  business.  All  is  his,  and  all  is  liable  for  all  his  debts; 
misfortune  in  business  may  deprive  him  of  his  f umitiure  and 
dwelling-house,  and  extravagance  in  living  may  ruin  his 
business 'by  depriving  it  of  necessary  funds.  S(Hne  of  his 
material  possessions  may  be  used  partly  for  his  business  and 
partly  for  the  comfortable  maintenance  of  himself  and  his 
family;  his  house  may  be  partly  a  workshop  or  a  ''front  shop,'' 
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his  carriage  or  cart  and  horse  may  sometimes  be  employed  in 
the  business  and  sometimes  otherwise. 

The  difficulty  may  require  different  solutions  according  to 
the  purpose  in  view,  but  it  is  alwa3r8  possiUe  in  some  way  or 
other  to  distinguish  the  capital  in  the  business  from  the  rest  of 
the  man's  property.  If ,  for  example,  the  purpose  is  to  discover 
how  much,  if  anything,  the  man  will  lose  by  abandoning  his 
business,  we  may  divide  his  house  between  its  two  uses  by 
asking  how  much  a  house  to  live  in  would  cost  him  if  he  re- 
tired from  business,  subtract  this  from  the  selling  value  of  his 
present  dwelling  and  shop  house,  and  say  the  remainder  is 
capital  in  the  business.  For  answering  questions  about  the 
success  of  the  business  some  estimate  of  the  capital  employed 
in  it  is  necessary  and  can  be  made,  tho  often  with  considerable 
doubt. 

The  question,  often  discussed  in  recent  years,  whether  land 
''is  to  be  included  in  capital,"  did  not  present  itself  so  long  as 
capital  was  thought  of  as  money  to  invest  or  as  money  which 
had  been  invested.  A  capital  of  £10,000  might  be  invested  in 
the  purchase  of  land  as  well  as  in  the  purchase  of  other  mov- 
able commodities;  no  one  would  think  of  then  reducing  its 
amount  to  £8,000  if  £2,000  of  it  had  been  spent  on  bu3ring 
land.  In  the  case  of  a  company  the  seminstereotyped  figure  of 
its  capital  would  be  unaffected  by  any  subsequent  change  in 
the  value  of  the  land  bought;  in  the  case  of  an  individual  re- 
valuing his  possessions  from  time  to  time  changes  in  the  value 
of  the  land  included  in  them  would  be  either  ignored  or  recog- 
nized just  like  changes  in  the  value  of  other  things  —  some- 
times the  land  would  be  put  ''at  cost"  and  sometimes  at 
market  value.  We  must  remember  that  the  capital  was  al- 
ways conceived  as  the  money  invested,  not  as  the  things 
themselves  in  which  the  money  was  invested. 

As  for  the  application  of  the  term  to  the  affairs  of  the  na- 
tion, at  least  two  pre-Smithian  writers,  and  probably  others, 
summed  up  a  total  which  they  regarded  as  the  national 
capital.  The  author  of  a  Discourse  of  Money,  1696,  p.  198, 
talks  of  "the  capital  stock  of  national  treasure,"  and  Andrew 
Hooke,  in  his  Essay  on  the  Nalional  Debt  and  National  Capital, 
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1750,  treats  the  "national  capital"  as  consisting  of  (1)  "cash| 
stocky  or  coin,"  (2)  ''personal  stock"  or  "wrought  plate  & 
bullion,  jewels,  rings,  furniture,  apparel,  shipping,  stock-in- 
trade,  stock  for  consumption,  and  live-stock  of  capital,"  and 
(3)  "land  stock,"  "the  value  of  all  the  lands  in  the  kingdom." 
Such  was  the  situation  when  Adam  Smith  took  the  term  in 
hand.  In  the  student's  notes  of  his  Lectures  it  only  occurs  on 
p.  248,  where  it  is  used  simply  of  a  sum  of  money  lent  as 
opposed  to  the  interest  paid  on  the  loan.  "When  a  simi  of 
money  is  lent  to  a  private  person,  the  creditor  can  come  upon 
the  debtor  when  he  pleases  for  both  capital  and  interest;  but 
it  is  not  on  this  footing  that  the  government  borrows  money; 
they  give  you  a  right  to  perpetual  annuity  of  3  or  4  per  cent, 
but  not  to  re-demand  your  capital."  Such  anticipation  of  the 
doctrine  of  the  Wealth  of  Nations  as  can  be  found  in  the 
Lectures  must  be  looked  for  in  the  passages  which  deal  with 
"Stock."  Bounties  are  condenmed  because  "in  every  country 
there  is  in  store  a  stock  of  food,  clothes,  and  lodging,"  and  the 
"number  of  people  that  are  employed  must  be  in  proportion 
to  it,"  so  that  if  bounties  are  given  to  one  trade,  stock  and 
employment  are  simply  taken  away  from  the  rest  (p.  181). 
One  of  the  great  causes  of  the  "slow  progress  of  opulence"  is 
the  difficulty  of  accumulating  stock,  which  is  necessary  before 
labour  can  be  divided,  since  "a  poor  man  with  no  stock  can 
never  begin  a  manufacture"  and  "before  a  man  can  com- 
mence farmer,  he  must  at  least  have  laid  in  a  year's  provision, 
because  he  does  not  receive  the  fruits  of  his  labour  till  the  end 
of  the  season,"  so  that  "in  a  nation  of  hunters  and  shepherds 
no  person  can  quit  the  common  trade  in  which  he  is  em- 
ployed"—  presumably  hunting  or  tending  sheep — "and 
which  affords  him  daily  subsistence,  till  he  have  some  stock  to 
maintain  him  and  begin  the  new  trade."  The  savage  with 
"no  stock  to  begin  upon"  and  "not  so  much  as  a  pick-axe,  a 
spade,  or  a  shovel"  to  assist  him,  finds  the  very  greatest 
difficulty  in  getting  together  any  stock,  and  "till  some  stock 
be  produced  there  can  be  no  division  of  labour,  and  before  a 
division  of  labour  take  place  there  can  be  very  little  accumu- 
lation of  stock"  (pp.  222, 223). 
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Want  of  security  against  internal  disorder  and  external 
attack  forms  another  hindrance  to  accumulation.  Taxes  on 
land  are  distinguished  from  taxes  on  stock,  and  a  tax  on  stock 
is  condemned  because  it  requires  discovery  of  ''what  a  man  is 
worth/'  so  that  presumably  we  must  understand  a  man's 
stock  to  include  idl  his  possessions  other  than  land. 

In  Book  1  of  the  Wealth  of  Nations  we  hear  very  little  of 
''capital/'  while  "stock''  is  pla3ring  the  same  important  part 
as  in  the  Lectures.  It  is  still  the  "profits  of  stock/'  not  "of 
capital/'  which  is  one  of  the  three  "component  parts  of 
price"  and  one  of  the  three  "original  sources  of  all  revenue" 
(p.  64).  Chap.  9  is  "  Of  the  Profits  of  Stock."  Except,  I  think, 
on  one  page  where  "the  capital  stock  of  the  society"  and 
"the  capital  stock  of  Great  Britain"  suddenly  appear  as 
sjrnonyms  for  "the  stock  of  the  country"  (p.  95),  "capital" 
is  only  used  in  relation  to  individual  businesses.  But  the 
physiocrats'  talk  of  "advances"  and  "capitaux"  and  their 
doctrine  of  productive  and  sterile  labor  seem  to  have  made 
Smith  look  further  into  the  nature  of  stock,  with  the  result 
that  in  Book  2,  "Of  the  Nature,  Accumulation,  and  Em- 
ployment of  Stock,"  he  divides  the  stock  of  an  individual  and 
of  a  community  into  two  parts,  the  "capital"  and  the  "stock 
reserved  for  immediate  consumption."  This  indicates  a  very 
serious  departure  from  the  conception  of  capital  which  had 
hitherto  prevailed.  Instead  of  making  the  capital  a  sum  of 
money  which  is  to  be  invested,  or  which  has  been  invested  in 
certain  things.  Smith  makes  it  the  things  themselves.  In- 
stead of  being  a  sum  of  money  expended  on  the  acquisition  of 
stock,  it  is  part  of  the  stock  itself.  But  the  change  is  not 
pointed  out  to  the  reader  in  any  way,  and  Smith  was  doubtless 
quite  unconscious  of  having  made  it.  He  constantly  drifts 
back  into  expressions  which  are  only  appropriate  to  the  older 
conception.  Inmiediately  after  making  the  division  of  stock 
into  capital  and  not-capital  he  says  that  "a  capital"  may  be 
"employed  in  raising,  manufacturing,  or  purchasing  goods 
and  selling  them  again  with  a  profit."  Or  "it  may  be  em- 
ployed in  the  improvement  of  land,  in  the  purchase  of  useful 
machines  and  instruments  of  trade,  or  in  such  Uke  things  as 
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yield  a  revenue  or  profit  without  changing  masters,"  which  is 
just  what  might  be  said  by  anyone  with  the  old  and  still 
ordinary  conception  of  capital  as  money  which  is  to  be  in- 
vested or  has  been  invested.  Similarly  a  little  lower  down,  the 
''price  or  value"  of  the  farmer's  laboring  cattle  and  instru- 
ments and  ''  the  whole  value  of  the  seed  "  appear  a  part  of  the 
farmer's  capital,  altho  in  the  same  paragraph  the  things 
"a  flock  of  sheep  or  a  herd  of  cattle"  are  treated  as  them- 
selves the  capital. 

If  Smith  had  recognized  that  the  new  sense  nearly  equiva- 
lent to  ''stock-in-trade/'  which  he  was  attributing  to  capital, 
was  different  from  the  old  well-established  sense,  it  is  doubtful 
whether  he  would  have  persisted,  and  it  is  certain  that  if  he 
had  either  not  made  the  change  or  had  explained  clearly  that 
he  was  making  it,  much  subsequent  confusion  would  have 
been  avoided.  But  that  is  another  story  which  cannot  be 
dealt  with  in  this  article. 

Edwin  Camnan. 

Oxford,  England. 
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EARNING  POWER  AS  A  BASIS  OF  CORPORATE 

CAPITALIZATION 

This  article  is  written  with  a  definite  purpose.  Its  object  is 
to  show  that  a  certain  widely  accepted  principle  of  corporsr 
tion  finance  —  the  principle  that  capitalization  should  be 
based  on  earning  capacity  rather  than  on  actual  cost  —  is  not 
only  unsound  in  theory  but  is  also  vicious  in  its  practical  ap- 
plication. None  of  the  points  to  be  adduced  in  support  of  this 
view  are  original  with  the  author.  At  one  time  or  another  they 
have  all  been  noted  implicitly  or  explicitly  by  earlier  writers. 
Yet  they  have  never  been  presented  with  sufficient  emphasis 
to  carry  conviction,  if  one  may  judge  from  the  fact  that  the 
''earning  power  basis"  not  only  persists  among  recent  text- 
book writers,  but  is  accepted  by  them  uncritically,  without 
even  an  attempt  to  meet  the  arguments  that  can  be  urged 
against  it. 

Before  considering  the  earning  power  basis,  let  us  first  note 
its  alternatives.  Two  other  possible  bases  are  usually  men- 
tioned by  writers:  actual  cost  of  assets,  and  replacement  cost. 
To  illustrate  the  three  different  possibilities,  let  us  assume 
the  case  of  a  corporation  whose  property,  save  for  a  negligible 
amount  of  current  assets,  consists  entirely  of  buildings  and 
grounds  that  were  purchased  in  1910  at  a  cost  of  one  million 
dollars.  At  the  present  time,  in  view  of  higher  prices  and 
appreciation  in  land  values,  the  cost  of  replacing  that  prop- 
erty would  be  two  million  dollars.  But  the  company  is  very 
prosperous  and  gives  assurance  of  earning  an  average  net 
income  of  $200,000  per  year.  Capitalizing  this  income  at  a 
nominal  rate  of  interest,  say  5  per  cent,  one  arrives  at  four 
million  dollars  as  the  present  value  of  the  enterprise  as  a  going 
concern.  In  a  case  like  this,  it  makes  a  deal  of  difference 
which  of  the  above  three  bases  is  to  be  accepted  as  the  test  of 
the  proper  amount  of  security  issues.  On  the  basis  of  actual 
cost,  the  limit  is  one  million  dollars;  on  the  basis  of  replace- 
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ment  cost,  it  is  two  million  dollars;  while  on  the  basis  of  earn- 
ing power,  a  capitalization  of  four  millions  is  permissible. 

Of  course  the  relationship  assmned  in  the  above  figures  is 
only  h3rpothetical.  Often  capitalized  earning  power  would  be 
less  than  actual  cost  or  replacement  cost.  A  capitalization 
based  on  an  estimate  of  earnings  is  not  necessarily  a  high 
capitalization;  that  is,  it  is  not  necessarily  high  in  theory, 
altho  it  is  almost  invariably  high  in  practise,  owing  to  the 
extremely  liberal  estimates  of  earning  power  made  by  finan- 
ciers. 

With  this  introduction,  let  us  consider  the  reasons  that  are 
presented  in  defense  of  the  earning  power  basis  of  capitaliza- 
tion. All  supporters  of  this  basis  use  the  same  general  line  of 
defense,  but  no  one  has  stated  the  case  more  clearly  and  un- 
compromisingly than  has  Lough  in  his  volume  on  BuMtiesa 
Finance.^  We  shall,  therefore,  find  it  convenient  to  analyze 
Lough's  argument,  as  fairly  representing  the  position  of  those 
who  accept  the  earning  power  standard. 

Lough  begins  his  discussion  by  stating  that  "The  question: 
'What  is  the  right  basis  of  capitalization? '  is  almost  identical 
with  the  question:  'What  is  the  best  measure  of  wealth?' '' 
In  other  words,  a  company  is  properly  capitalized  when  the 
par  value  of  its  outstanding  securities  corresponds  roughly  to 
the  actual  value  of  the  assets  that  these  securities  represent. 
If  we  accept  this  position,  our  problem  is  then  simple :  it  is  to 
find  the  best  measure  of  the  value  of  the  assets.  Is  this  best 
measure  original  cost?  Certainly  not;  for  if  a  corporation  can 
earn  little  or  nothing  for  its  security  holders,  what  matters  it 
that  its  physical  property  may  have  cost  many  millions  of 
dollars?  Aside  from  bare  scrap  value,  assets  are  worth  only 
what  they  will  earn,  and  not  what  they  may  have  cost.  But  if 
we  rule  out  original  cost,  how  about  cost  of  replacement? 
Even  this  basis,  according  to  Lough,  would  not  be  satisfac- 
tory: for  it  does  not  correctiy  measure  value.  While  it  may 
fairly  indicate  the  value  of  the  tangible  assets,  it  does  not  take 
account  of  intangible  values.  ''To  every  piece  of  property 
there  attaches  a  certain  intangible  value.  A  man  running  a 

1  WUIkm  H.  Lowh.  BimHiim  IbMiiee  (New  York.  1917),  oliap.  viB. 


N0TB8  AND  MEMORANDA  485 

accepted  as  a  measure  of  value,  this  earning  power  must  be 
estimated  and  capitalised  at  whatever  figure  is  determined  by 
the  market.  For  vahie,  in  the  economic  sense,  is  simply  mar- 
ket vahie.  It  is  the  vahiation  which  the  investing  public 
places  upon  a  particular  property.  In  making  such  a  valua- 
tion, the  public  will  have  its  own  ideas  of  future  earning  power 
and  will  capitalize  those  expected  earnings  at  a  rate  of  interest 
depending,  among  other  things,  on  the  element  of  risk  in- 
volved. In  short,  if  one  is  really  serious  in  asserting  tliat 
capitalization  should  represent  value,  one  must  accept  the 
conclusion  that  the  total  par  value  of  outstanding  securities 
should  not  exceed  their  market  value.  Of  course,  merely  to 
state  this  condition  is  to  indicate  that  the  advocates  of  the 
earning  capacity  basis  do  not  really  want  to  base  capitaliza- 
tion on  valtie.  In  practise,  they  would  estimate  future  earn- 
ings at  a  very  liberal  figure,  and  then  they  would  capitalize 
this  figure,  not  at  the  market  rate  of  interest  —  which  would 
be  hi^,  owing  to  the  great  risk  in  a  new  enterprise  —  but 
rather  at  some  conventional  rate  such  as  5  or  6  per  cent. 
The  resulting  capitalization,  of  course,  does  not  represent 
value  at  all.  At  best  it  represents  what  the  promoters  hope 
that  the  value  may  sometime  be.  More  likdy,  it  is  a  pure 
fiction. 

But  let  us  overlook  this  discrepancy  between  tlie  theory 
that  capitalization  should  represent  value,  and  the  praetUe  c^ 
issuing  securities  in  excess  of  the  real  value.  What  about  the 
theory  itself  —  the  principle  that  capitalization  should  repre- 
sent the  value  of  the  assets?  This  assumption  is  stated  by 
Lough  and  others  without  any  attempt  at  justification.  Ap- 
parently it  seems  to  them  self-evident,  not  even  requiring  to 
be  proved  to  the  uninitiated  reader.  But  as  a  matter  of  fact, 
is  it  really  so  obvious  and  necessary  an  assumption?  Is  it  not 
based  rather  on  a  disregard  for  some  of  tlie  most  fundamental 
principles  of  accounting?  The  fallacy  in  the  assumption  —  at 
least  what  seems  to  the  present  writer  to  be  a  fallacy  —  lies  in 
the  failure  to  bear  in  mind  that  capitalization  is  not  an  asset  at 
all,  and  is  not  even  a  measure  of  total  assets.  It  is  rathar  the 
sum  of  the  fixed  liabilities  (the  outstanding  funded  debts)  and 
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a  certain  part  of  the  proprietorship  —  capital  stock.  These 
two  accounts  are  found  on  the  right  side  of  the  balance  sheet, 
and  they  seldom  alone  equal  the  value  of  the  assets  as  noted 
on  the  left-hand  side.  The  difference  between  assets  and 
capitalization  is  roistered  in  the  various  surplus  and  deficit 
accounts.  To  assume  that  capitalization  is  a  measure  of  the 
value  of  the  property  is  to  overlook  the  fact  that  capital  stock 
does  not  alone  represent  the  total  proprietorship  and  hence 
does  not  indicate  the  total  net  assets.  What  it  does  represent 
is  "capital"  as  distinct  from  surplus,  the  capital  being  the 
amount  that  must  be  retained  in  the  business  and  the  surplus 
being  the  amount  that  may  be  drawn  upon  for  dividends. 
Capital  stock  may  thus  be  compared  to  a  low-water  point  on 
a  boiler;  it  no  more  represents  the  valuB  of  the  assets  than 
does  the  low-water  point  measure  the  actual  amount  of 
water  in  the  boiler.  It  simply  fixes  a  limit  below  which  assets 
must  not  be  distributed  in  dividends,  a  point  fixed  by  law  at 
the  amount  of  capital  actually  contributed  by  the  share- 
holders. 

If  those  who  insist  that  capitalization  is  a  measure  of  value 
were  really  prepared  to  accept  the  logic  of  their  position,  they 
would  be  forced  to  hold  that  any  material  change  in  the  value 
of  the  property  should  be  accompanied  by  a  corresponding 
change  in  nominal  capitalization.  Of  course,  such  a  position 
is  untenable.  Value,  whether  measured  directly  by  stock  and 
bond  quotations  or  indirectly  by  earnings,  is  constantly 
changing  with  the  ups  and  downs  of  the  business.  This  year 
it  is  low;  next  year  it  may  be  high;  the  following  year  it  may 
again  be  low.  To  chaAge  the  par  values  of  outstanding  securi- 
ties so  as  to  make  them  correspond  to  the  shifting  property 
value  would  be  quite  out  of  the  question  from  a  practical 
standpoint,  even  if  it  were  desirable  in  theory  —  which  it  is 
not.  Defenders  of  the  earning  power  basis  recognize  this 
difficulty  and  therefore  do  not  attempt  to  carry  their  theory 
to  its  logical  conclusion.  Instead,  they  propose  simply  that,  at 
the  outset,  an  estimate  of  value  based  on  earning  power 
should  be  made,  and  that  this  estimate  should  determine 
once  for  all  —  or  at  least  for  a  long  time  —  the  capitalization. 
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But  this  concession  is  fatal.  For  it  destroys  the  entire  force 
of  the  argument  that  the  value  of  the  property,  as  something 
distinct  from  the  cost,  should  be  taken  as  the  basis  of  capitali- 
zation. It  is  only  after  a  lapse  of  time  that  a  discrepancy 
ordinarily  arises  between  the  value  of  assets  and  their  costs. 
At  the  outset,  sound  accoimting  would  not  sanction  a  valua- 
tion at  a  higher  figure  than  the  actual  costs.  Only  after  the 
business  has  developed  a  goodwill  or  a  surplus  from  rein- 
vested earnings  can  there  be  adequate  groimd  for  holding 
that  the  value  of  the  property  exceeds  the  price  tha!t  has  been 
paid  for  it.  Hence,  the  notion  that  value  as  distinct  from 
original  cost  should  be  the  basis  of  capitalization  collapses 
when  it  is  admitted  that  capitalization  cannot  be  shifted  to 
correspond  to  a  fluctuating  value.  Critics  of  original  cost  as 
the  basis  of  capitalization  have  objected  to  it  on  the  ground 
that  it  soon  becomes  out  of  date  —  that  it  represents  a  mere 
historical  fact  instead  of  a  present  condition.  In  this  respect, 
however,  the  earning  power  basis  has  no  better  claim  to  favor 
than  does  its  rival,  original  cost.  Indeed,  the  claim  of  ihe 
former  is  not  so  good,  for  whereas  original  cost  is  a  historical 
fact  of  real  significance,  an  out-of-date  estimate  of  earning 
power  is  of  Uttle  or  no  consequence. 

It  would  be  interesting,  and  perhaps  illuminating,  to  dis- 
cover how  this  fallacious  notion  that  capitalization  should 
represent  the  value  of  the  assets  has  been  accepted  so  uncriti- 
cally by  writers  on  corporation  finance.  One  may  conjecture 
that  a  partial  explanation  lies  in  a  confusion  between  partner- 
ship accoimts  and  corporation  accounts.  In  a  partnership,  no 
distinction  is  made  between  the  capital  contributed  directly 
by  the  partners  and  the  surplus  from  reinvested  earnings. 
Both  amoimts  are  covered  in  one  general  account  on  the  lia- 
bilities side  of  the  balance  sheet —  "proprietorship."  This 
proprietorship,  since  it  represents  original  capital  plus  surplus 
or  minus  deficit,  is  therefore  an  actual  measure  of  the  net 
assets;  that  is,  it  represents  the  difference  between  the  value 
of  the  assets  and  the  amount  of  the  debt.  But  with  corporate 
accoimts  it  is  different.  Here  there  is  no  single  proprietorship 
account.  A  distinction  is  made  between  capital  contributed 
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by  flhareholdere  and  surpliis  from  reinvested  earnings*  It  is 
only  by  adding  surplus  to  capital,  or  by  deducting  deficit 
from  capital,  that  one  arrives  at  the  net  value  of  the  oorpcvate 
assets.  If  corporate  earnings  increase,  if  the  value  of  the 
assets  rises,  this  fact  may  be  shown,  not  by  a  credit  to  capital 
stock,  but  rather  by  a  credit  to  surplus.  If  assets  dedine  in 
value,  the  fall  is  registered,  in  the  absence  of  a  reorganisatioiit 
not  by  a  reduction  in  capitalization  but  by  a  reduction  of 
surplus. 

To  many  practical  men  of  affairs  the  foregoing  objections 
to  the  earning  power  basis  would  seem  hopelessly  theoretical. 
Admitting  all  lliat  has  been  said  about  the  failure  of  this  basis 
to  square  with  strict  accounting  theory,  they  would  hold  that 
as  a  practical  business  matter,  earning  power  is  the  only  sen- 
sible measure  of  proper  capitalization.  For  is  it  not  earnings, 
present  and  prospective,  that  determine  the  value  to  investors 
of  their  securities?  To  this  question  the  reply  is  that  earnings 
certainly  do  largely  determine  the  value  of  the  shares,  but 
that  it  does  not  f  oUow  that  such  a  value  should  be  registered 
in  the  nominal  capitalization,  in  the  par  value  of  the  securities. 
For  what  proper  object  is  there  in  making  par  values  repre- 
sent market  values,  or  earning  power?  These  two  items  can 
be  seen  simply  by  noting  the  market  quotations  on  the  stock 
and  the  reported  annual  earnings  of  the  company.  It  would 
be  useless  to  attempt  to  register  this  market  value,  or  to  capir 
talize  these  earnings,  in  the  form  of  a  stated  par  value  of  the 
shares.  And  in  any  event  the  attempt  is  sure  to  be  a  vain  one, 
for  par  values  are  relatively  fixed,  while  market  values  and 
earning  capacity  are  constantly  fluctuating. 

But  if  the  earning  power  basis  of  capitalization  is  both  un- 
sound in  theory  and  impracticable  in  application,  why  is  it  so 
generally  supported  by  American  financiers?  The  answer  is 
fairly  clear:  it  is  that  the  earning  power  basis  of  capitalization 
gives  promoters  the  opportimity  to  set  the  nominal  capital  at 
whatever  figure  they  think  will  give  the  securities  their  highest 
market  value.  One  of  the  strange  but  well  recognized  phe- 
nomena of  the  financial  market  is  that  an  enterprise  capital- 
ized at  a  liberal  figure  is  very  apt  to  seem  more  valuable  to  the 
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investing  public  than  would  that  very  same  enterprise  if  ci^- 
talixed  at  a  lower  anK>unt.  The  "magic  of  par  value"  often 
has  a  decided  influence.  American  promoters  are  past  masters 
in  the  art  of  taking  advantage  of  this  preference  for  a  large 
nominal  amount  of  stocks  and  bonds.  And  in  this  game  their 
best  ally  is  the  highly  sanctioned  theory  that  capitalization 
should  properly  be  determined  by  earning  power.  For  by  esti- 
mating future  earnings  at  an  extravagant  figure  and  then  by 
capitalizing  these  earnings  at  a  very  low  rate,  the  promoters 
are  able  to  justify  an  issue  of  securities  far  in  excess  of  the 
actual  cost  of  the  property. 

Of  course  it  may  be  argued  by  supporters  of  the  earning 
power  basis  that  this  inflation  of  capitalization  beyond  the 
reasonable  value  of  the  property  condenms  merely  the  abuse, 
but  not  the  proper  use,  of  the  principle.  As  a  practical  matter, 
however,  this  defense  carries  little  weight.  It  is  idle  to  expect 
that  promoters  and  bankers  who  are  personally  interested  in 
putting  a  high  valuation  on  their  properties  will  make  a  con- 
servative and  impartial  estimate  of  ttus  earning  power  of  their 
enterprise.  Even  when  they  are  honest  —  and  honesty  is  a 
relative  term  —  they  are  ahnost  sure  to  be  overoptimistic; 
that  is  their  nature.  The  fact  is  that  earning  power  (i.  e.,  pro- 
spective earning  power)  is  largely  a  matter  of  conjecture. 
There  can  be  no  adequate  objective  tests.  And  to  expect  a 
conservative  ca^ntalization  to  be  set  up  in  the  absence  of 
objective  tests  is  simply  Utopian. 

As  to  those  financiers  who  make  no  effort  to  find  a  theoreti- 
cal defense  of  their  methods  of  determining  capitalization,  but 
who  more  or  less  frankly  issue  whatever  amoimts  of  stock  wiU 
give  their  holdings  the  best  market,  nothing  need  be  said  in 
this  place.  All  that  is  here  insisted  upon  is  tiiat  such  practise 
should  not  be  allowed  to  seek  shelter  —  as  it  has  done  in  the 
past  —  under  a  ''theory"  of  capitalization  that  is  said  to  have 
the  support  of  "sound  economics."  ^  Is  it  unfair  to  suggest 

1  The  most  reo«nt  and  most  earafuUy  written  treatiM  on  eorpor«tkmfliiaii«e---tl^ 
bgr  Dewinc  —  reeocniiei  frankly  the  fictitious  nature  of  nominal  rrapitaHsstion  as  it  Is 
nsuaOjr  determined.    *'The  common  stook,"  it  states,  *' may  be  issued  to  any  amoont 
that  suits  the  oonTsnienoe  of  the  promoten;  probably  the  amount  shouki  be  laiie  so 
that  a  ooukierable  number  of  shares  can  be  distributed  to  bankan,  ianston,  kwyvB, 
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that  those  writers  on  corporation  finance  who  have  afforded 
such  a  shelter  should  hold  themselves  at  least  in  some  slight 
measure  responsible  for  the  notorious  prevalence  of  inflation 
in  American  corporation  finance?  ^ 

So  much  space  has  been  devoted  to  a  criticism  of  the  earn- 
ing power  basis  of  capitalization  that  there  is  no  opportunity 
here  to  discuss  at  length  the  other  possible  bases.  The 
writer's  position  will  be  inferred  from  the  very  objections  that 
he  has  urged  against  the  earning  power  principle.  Briefly  it  is 
this :  since  capitalization  is  a  measure  of  liabilities  rather  than 
of  assets,  it  should  equal  the  principal  of  the  funded  debt  plus 
the  amoimt  of  capital  actually  subscribed  for  by  shareholders. 
This  is  the  orthodox  theory.  Its  merit  is  the  simple  one  of 
truthfulnessi  for  it  requires  that  the  par  value  of  a  share 
shall  mean  just  what  it  purports  at  law  to  mean  —  namely, 
the  actual  contribution  made  by  the  shareholder. 

Doubtless  it  is  often  impossible  for  a  corporation  to  mar- 
ket its  shares  at  par.  Until  recently,  corporations  under 
such  circumstances  were  probably  justified  in  issuing  ''full 
paid"  shares  at  a  discount.  But  this  excuse  is  no  longer  gen- 
erally valid.  For  it  is  now  possible,  \mder  the  laws  of  many 
states,  to  issue  shares  of  stock  without  par  value  and  thus  to 
avoid  the  necessity  of  marketing  shares  at  a  discoimt.  The 
very  fact  that  such  a  practicable  alternative  now  exists  should 
make  governmental  authorities  and  courts  far  more  rigid  than 
they  have  been  in  enforcing  the  liability  of  stockholders  to 
make  full  pa3rment  for  their  subscriptions  as  represented  by 
the  par  value  of  their  shares. 

Jahes  C.  Bonbright. 

Columbia  UNivBBsrrT. 

and  the  like,  and  the  juromoten  still  retain  a  oontroUing  majority."  Financial  PoUcgr  of 
Corporationc  (1920),  vol.  ii,  p.  60.  While  many  wUl  not  be  able  to  aeoept  the  princiiiie 
that  oapitaliaation  ehould  be  a  mere  fiction,  th^  will  admit  that  it  ia  far  better  f xmnkly 
to  reoognise  its  fiotitioiia  character  than  to  maintain  the  pretense  of  a  reality  that  docs 
not  enst. 

^  Thereadermay  recall  the  defense  by  George  Kennan  of  one  of  the  most  ill-adTised 
and  harmful  cases  of  stock  watering*  the  Chicago  A  Alton  recapitalisation  of  ISMKIQOO. 
Mr.  Kennan  bases  his  case  in  large  measure  on  an  attempt  to  prove  that  the  ixoper  test 
of  capitalisation  is  not  actual  cost  but  earning  power.  In  support  of  this  poaitaoii  he  cites 
theopinionof  eminent  authorities  in  the  field  of  finance.  Kennan.  The  Chioaco  A  Alton 
Gase:  A  Misunderstood  Transaction  (1916),  pp.  2^-^. 
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WILLIAM  BENBOW  AND  THE  ORIGIN  OF 
THE  GENERAL  STRIKE 

Recent  scholarship  has  shown  that  the  idea  of  the  general 
strike  as  a  means  to  political  revolution  did  not  originate 
with  French  S3mdicalism,  but  arose  as  an  incident  in  the  bitter 
struggle  of  the  British  workingman  for  economic  and  political 
power,  during  the  Chartist  period.^  It  has  been  established 
that  the  concept  held  an  important  place  in  Chartist  ideology 
and,  under  the  titles  of  the  ''Sacred  Month"  or  ''National 
Holiday,"  became  for  a  time  the  central  feature  of  the  move* 
ment.  The  origin  of  the  idea  has  generally  been  associated 
with  one  William  Benbow.*  A  consideration  of  the  very 
scanty  biographical  material  available  concerning  Benbow  is 
of  interest,  both  because  it  throws  some  light  upon  an  im- 
portant if  obscure  actor  in  the  events  of  that  period,  and 
because  it  gives  a  basis  for  estimating  the  extent  to  which  he 
may  be  considered  the  real  originator  of  the  general  strike 
idea. 

William  Benbow  was  bom  in  1784,*  probably  somewhere  in 
the  vicinity  of  Manchester.^  At  the  age  of  twenty-four  he 
had  established  himself  as  a  non-conformist  preacher,*  ap- 
parentiy  of  the  Quaker  sect,*  at  Newton,  a  suburb  of  Man- 

1  It  WM  ai>pftrantly  introdoiwd  to  Fnnoh  workincmen  by  Mmie  EasUah  dd^ 
a  oongroM  of  the  First  Intematioziale  in  1866.  SauH^,  La  Qzire  GMoAnle  de  Robert 
Owen,  Bordeaux,  1018,  p.  16. 

I  Gf.  Beer,  History  of  British  Sooialism,  London.  1020,  roL  i,  pp.  814-818;  voL  U, 
pp.  81  it.  West,  History  of  the  Chartist  Movement,  New  York,  1020,  pp.  68-70;  HoveIl« 
The  Chartist  Movement,  London,  1018,  pp.  138  and  164, 166;  Russel,  Proposed  Roads 
to  Freedom,  New  York,  1010,  p.  71,  footnote.  Beer's  aeeoont  is  the  most  adeqnate,  and 
has  been  largely  drawn  upon  in  this  note. 

*  He  was  66  jrears  old  when  condemned  for  ssdition  at  Chester  in  1840.  H.  O.  Aa» 
sisss  Book.  61/0  (Chester),  April  10.  1840. 

*  Hewasinasuburbof  Manohflstar  in  1808  (cf.  ii8xtnote),andwas  In  Blaaohestsr 
In  1817.  Beer  oonjeetores  that  he  was  bom  in  London. 

*  He  was  preaching  in  a  chapel  at  Newton  when  the  roof  of  the  parish  draroli  "fsD 
In  with  a  tremendous  orash."  Benbow,  Ciimas  of  the  Clsiiy,  Tiondon,  1828,  p.  80. 
According  to  the  History  of  Newton  Chapelry,  this  event  oeemxed  on  Sunday,  Blay  1, 
1808. 

*  He  uses  the  Quaker  idiom  of  *'not  holding  eommunion  wfth"  a  disr^putablt  shar> 
aeter,  Benbow,  loo.  dt.;  addresses  his  wife  in  a  letter  as  "Thee,"  Benbow,  OwiotiWj 
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Chester.  It  is  probable  that  he  was  then  earning  a  part  of  his 
living  as  ashoemaker;  at  all  events  this  was  the  occupation  he 
gave  as  his  calling  toward  the  end  of  his  life.^  By  1817  he  had 
moved  to  Manchester,  and  had  married.  He  was  by  this 
time  an  active  worker  in  the  radical  mo vements  then  agitatiiig 
northern  England.  He  attended  a  meeting  in  the  ''Crown 
and  Anchor''  in  London,  as  a  ''delegate"  *  and  —  aooording 
to  the  evidence  of  a  government  spy  —  was  engaged  in  the 
manufacture  and  sale  of  pikes  for  use  during  armed  insuireo* 
tion.*  During  the  excitement  following  the  collapse  of  the 
so-called  "Manchester  Insurrection/'  and  preceding  the 
abortive  Nottingham  uprising,  Benbow  was  arrested.  Ap- 
parentiy  the  machinations  of  government  spies,  similar  to 
those  carried  on  by  the  notorious  "Oliver,"  were  partially 
responsible  for  Benbow's  misfortune.^  Benbow  was  taken  to 
the  Cold  Bath  Fields  House  of  Correction  in  London,  where, 
after  an  interview  with  Lord  Sidmouth,  in  which  the  Home 
Secretary  promised  him  a  "fair  trial,"  he  was  confined  for 
several  months.  Eventually,  he  was  (presumably)  tried  and 
released,  perhaps  under  the  pressure  brought  upon  the  au- 
thorities by  the  revelations  concerning  the  government  Sjpj 
system,  which  had  intervened  between  Benbow's  arrest  and 
release.^ 

Shortiy  after  his  return  to  Manchester,  Benbow  put  out 
his  first  publication  —  a  pamphlet  entitled,  Censorship  Ex- 
posed}  Besides  two  more  or  less  personal  letters  to  his  wife, 
Benbow  put  in  his  pamphlet  a  long  letter  to  Lord  Sidmouth, 

EzpoMd,  Manohfleter,  1817,  p.  6;  And  ciprMiM  strong  Abhomnoe  of  wnr,  B«iboir» 
Grlmet  of  the  Ckii7.  I>p.  234, 225. 

1  Ho  WM  entered  in  the  prieon  reoordi  m  a  nhooTnelrer  on  the  ooooakm  of  lila  tUrd 
imprisonment.  Accounts  and  Papers,  Gaols  and  Prisons,  London,  1840,  toL  zxKviii, 
No.  600,  p.  690. 

*  Hovell,  op.  oit.,  p.  91,  footnote. 

*  Ibid.,  p.  186.  The  manufacture  and  sale  of  pikes  to  rerolutionarily  IimJIw^ 
worldngmen  was  apparently  an  eztensiTe  and  lucrative  business  durinc  this  period. 
Gf .  General  Napier's  obsenrations,  quoted  in  West,  op.  dt.,  p.  129. 

«  Hammond,  The  Skilled  Labourer,  London.  1919,  pp.  850-862. 

*  Benbow,  Censorship  Exposed,  pssrim ;  Hammond,  op.  oit^  pp.  858-871. 

*  The  subtitle  is  "Letters  Addressed  to  R.H.  v.  Sidmouth  and  Mrs.  Benbow.**  The 
writer  is  indebted  to  lir.  G.  D.  H.  Gole  for  a  suggestioa  which  led  to  the  diaooTwy  of 
this  pamphlet. 
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an  dealing  with  the  circumstances  of  his  imprisonment,  and 
all  containing  higb-flown,  rambling  tirades  against  ''tyr- 
anny" and  ''despotism/'  The  grammar  and  spelling  are 
crude,  suggesting  the  work  of  a  self-educated  workman;  but 
there  is  a  remarkable  vehemence  and  f  orcef  uhiess,  and  a  sur- 
prising richness  of  metaphor  and  allusion.  The  crudities  drop 
out  in  later  writings,  while  the  good  features  of  the  style  are 
further  developed;  the  disjointed,  unrestrained  character, 
however,  remains  through  all  of  Benbow's  writing.^ 

Apparently,  the  rigorous  repressive  policy  pursued  by  the 
Liverpool  Ministry  damped  the  ardor  of  Benbow,  as  of 
others,  for  political  "reform,"  *  and  he  turned  his  energies  to 
another  field  of  agitation,  in  a  place  where  his  former  associa- 
tions might  not  be  known.  The  new  scene  of  his  endeavors 
was  London,  where,  about  1821,*  he  undertook  the  serial 
publication  of  a  large  number  of  scandal-mongering  anec- 
dotes directed  against  the  Church  of  England.  Benbow  him- 
self published  the  work  as  a  boimd  volume  in  1823,^  adding 
an  appendix  presenting  a  detailed  tabulation  of  "plural" 
livings  of  established  clergymen  in  Lreland,  which  must  have 
taken  a  prodigious  amount  of  work,  and  certainly  not  a  little 
ability.*  Whether  for  his  utterances  against  the  clergy  or  for 
some  other  reason,  Benbow  went  to  prison  for  a  second  time 
in  1821  .• 

The  book  bears  the  inscription  of  "Benbow,  Printer  and 
Publisher,  B3at)n's  Head,  Castle  Street,  Leicester  Square"; 
and  a  contemporary  directory  indicates  that  Benbow  was  a 

>  See  question  raised  as  to  Benbow's  complete  sanity,  below. 

*  Of.  Cross,  History  of  Rngland  and  Greater  Britain,  New  York,  1914,  pp.  800-S72. 

*  One  "article*'  is  dated  from  Bine's  Beneh  Prison,  Blay  7, 1821. 

<  The  eridenee  that  it  was  serially  published  is  inferential:  different  parts  of  the 
work  are  referred  to  as  "articles";  the  British  Museum  copy  oonsistB  of  different  grades 
andsises  of  paper. 

*  The  author  claims  to  hsTe  prepared  it  at  the  request  of  a  member  of  FtoBamsnt, 
"who  eipressed  the  greatest  anxiety  to  become  qualified  to  bring  the  question  befot* 
theHouse."  He  also  speaks  of  a  similar  "simple  equation  of  tithes  "for  livings  of  olergsr- 
man  in  Kngland,  prepared  in  1817  possibly  during  his  first  imprisonment. 

*  Gf .  third  note  above.  Also  Notes  and  Queries,  London,  1870,  iSth  series,  voL  yU 
p.  339.  That  the  imprisonment  was  probably  due  to  Benbow's  anti-derfcal  activities  Is 
suggested  by  the  statement  in  the  "Address"  coostititting  a  preface  to  the  Crimea  of 
the  Clergy,  that  "We  have  suffered  deeply  from  church  oppression  .  .  .  udoarpston 
has  bean  thrown  into  a  dungeon." 
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bodkaeller  as  well  as  a  publiAer.^  Othrtv  pTiHimtmnfl  hnright 
out  by  him  from  ihe  ^  Byron's  Head  **  induded  a  reprmt  0f 
Byron's  ''Don  Joan,"  *  a  mmiber  of  ''religious  tractb"  and  a 
^periodical  work  in  defense  of  the  state/' '  as  wdl  as  parts  of 
an  unauthorised  edition  of  Southey's  revohitifmary  poem, 
^Wat  Tykr."^  The  latter  prompted  a  virulent  open  letter 
faom  Southey,  directed  at  Benbow,  in  whidi  his  bodc-shop  is 
called  "one  of  those  preparatory  schools  for  the  brotiiel  and 
the  gallows,  where  obscenity,  sediticm,  and  blasphemy  aie 
retailed  in  drams  for  the  vulgar."  '  Benbow's  next  w<Mrk,  A 
Scourge  for  the  LoMreaU,  is  a  pamphlet  issued  in  reply  to 
Southey's  attack,  and  is  relatively  restrained  and  dignified. 
The  author  sarcastically  reminds  Southey  of  his  "i^KistaBy" 
from  the  revolutionary  fervor  of  his  "Wat  Tyler"  to  the 
lucrative  conservatism  of  the  laureateship;  he  also  takes 
pains  to  insist  upon  his  devoticm  to  religion. 

Benbow's  next  publication  was  his  Oroand  National  HoUdan^ 
in  which  his  theory  of  the  general  strike  was  iMX>muIgated. 
It  was  published  early  in  1832.*  There  is  uncertainty  c(mi- 
ceming  the  circumstances  of  B^ibow's  life  at  this  time,  but 
it  is  probable  that  he  was  supporting  himself  as  a  dioo- 
maker,^  and  lodging-house  keeper,*  while  giving  a  generous 
proportion  of  his  time  to  agitation.  It  is  possible  that  he  was 
for  a  while  proprietor  of  a  Fleet  Street  coffee  house.*  What- 

1  PSgcot*B  London  CommeroiAl  I>iz«otory,  London,  1823-24. 

I  London.  1822. 

>  Bcnbow,  A  Scourge  for  tho  Laureate,  London,  1826  (T),  pp.  16, 17. 

«  With  William  Carlile,  according  to  Beer,  op.  dt.,  p.  816.  The  Britiah  MuMom 
oontaina  a  copy  of  the  poem  published  by  Cariile  about  this  time,  but  no  referaaoe  to 
Benbow  appean  on  ita  title  pages. 

*  The  letter  appeared  in  the  Courier  for  December  18,  1824,  and  is  reprintad  in 
part  in  Benbow,  loo.  dt. 

•  "  This  day  is  published,  price  2d,  Benbow's  Grand  National  Holiday,*'  Poor  Bfan's 
Guardian,  January  28, 1882. 

T  What  seems  to  be  a  reprint  of  his  Grand  National  Holiday,  is  advertised  im  IIm 
Poor  Man's  Guardian  for  Kfoy  17, 1884,  as  "by  a  Journeyman  Bootmaker." 

•  "All  the  lodgers'  beds"  were  taken  by  a  "taxgatherer."  Tribune  of  th»  Bsopli^ 
June  24, 1832. 

*  This  is  the  condusion  drawn  by  Beer,  op.  dt.,  p.  816,  and  by  West,  op>  di.,  i^  68» 
from  the  fact  that  the  Grand  National  Holiday  is  written  from  "The  GomiBardsl 
Ooflte  House,  206  Fleet  Street,"  but,  in  view  of  the  fact  that  the  Tribune  of  th»  Bsopli^ 
published  by  Benbow  later  in  the  same  srear,  is  published  from ' '  The  Institute  on  Tteo* 
bald's  Road,"  this  eridenoe  is  not  oondusive.  It  should  be  remembered  that,  as  enily  aa 
1664,  it  was  the  practice  to  address  matter  for  publication  from  one  or  another  ooffaa 
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erer  his  occupatkm,  he  was  one  of  the  most  radical  and  most 
iTifliiATifml  members  of  the  National  Union  of  Workingmen, 
oaDed  by  Beer  ''the  birthplace  of  Chartism."  ^  This  organr 
isation,  commonly  called  the  Eotimdanists,  used  to  gather 
about  one  thousand  strong  in  the  ''Rotimda''  in  Blackfriars 
Bridge  Road,  where  they  passed  resolutions  on  various  topics, 
and  tumultuously  cheered  harangues  by  Benbow  and  ''cer- 
tain other  more  or  less  disreputable  revoluticmists."  *  In  this 
forum  Benbow  spoke,  sometimes  as  chairman,  more  often  as 
qwnsor  or  as  seconder  of  a  motion  or  resolution,  at  great 
length  and  with  great  discursiveness.*  He  ahnost  always, 
however,  took  occasion  first,  to  express  in^iatience  with  der 
pendence  upon  political  reform,  especially  the  R^orm  Bill 
•*—  thus  anticipating  the  present^ay  "direct  action"  school; 
second,  more  or  less  openly  to  advocate  "resistance,"  even  to 
the  point  of  urging  military  organization  and  drill;  ^  and, 
third,  to  mention  repeatedly  his  project  of  a  "national  con- 
vention" and  "national  hoUday."  * 

Benbow  did  not  confine  himself  to  revcdutionary  talk.  On 
one  occasion  he  "laid  in  a  stock  of  heavy  constables'  staves, 
which  he  retailed  at  a  few  pence  each  to  such  members  as 
desired  to  protect  themselves  against  the  police,"  in  antici- 

lioaM  (Robinaon,  EngKah  Coffee  Houaet,  London,  1893,  p.  143),  while  Addieon  uid 
Steele  aomewhat  later  inmued  the  aame  praetioe.  (Cf .  Tattler,  No.  1.)  That  the  **  Com- 
mardal*'  would  be  an  appropriate  eetabliahment  from  which  to  addreae  a  work  of  thia 
Und  ia  auggeated  by  the  f  aet  that  a  dinner  oommenu»ating  the  birthday  of  Thomaa 
fwSgim  waa  held  there  in  February,  1882,  Poor  Man'a  Guardian,  February  7,  1882. 

1  Beer,  op.  dt.,  p.  299. 

s  Wallaa,  life  of  Franoii  Place,  reviaed  edition.  New  York,  1918,  pp.  372-274. 
Plaee  pronounced  them  '*  loud  and  long  talkera,  vehement,  raaolute,  reckleea  raaoala." 

'  *  The  Poor  Man'a  Guardian  reporta  twenty-two  apeechea  between  September  3, 
1831  and  February  2.  1833. 

4  Under  the  diiguiae  of  "daaaee,"  modeled  on  the  "Wealyan'*  plan.  He  invited. 
Indeed,  old  aokUera  to  join  the  "cbaaea,**  and  uned  them  to  *'teaoh  their  brethren 
ndfitary  evolutiona."  Poor  Man'a  Guardian.  November  20, 1831. 

*  In  one  apeech  he  aeconded  a  motion  calling  for  the  liquidation  of  the  Bank  of  Eng- 
land.  and  alao  took  occaaion  to  condemn  the  ''funding  aystem";  to  atate  "thai  aome  ol 
the  autocracy  had  drawn  immenae  auma  out  of  the  Bank  and  aent  them  abroad  ia  oaae 
tbagr  might  be  driven  from  thia  oountry";  to  aceuae  Wellington  of  being  "half  willing'* 
to  uae  the  military  "to  put  down  the  Uniona,  but  let  him  try  it";  to  acouae  Wellington 
of  plotting  with  Mettemich  to  import  foreign  aoldiera  '*  to  dragoon  ua,"  and  perhape  to 
fafum  Tiondon  "like  Moeoow";  to  ezpreaa  fear  of  aoon  being  "immured  inadungeon"; 
to  refer  to  "  a  General  Congreaa  of  the  People,"  and  finally  to  doae.  amid  "  cheera,"  with 
a  fervent  appeal  "to  go  forward  in  the  common  eauae  of  '  B<iual  Bighta  and  Bgual 
Laws.' "  Poor  Man'a  Quaidian.  Blay  19, 1882. 
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pation  of  a  demonstration  which  was  postponed  because  of 
extensive  counter  preparations  by  the  authorities.^  Qu  an- 
other occasion,  he  participated  in  a  procession  of  100,000 
meHf  intended  apparently  as  a  sort  of  dress  rdiearsal  for  the 
''National  Holiday/'  Tlie  parade  clashed  with  the  pdieey 
and  Benbow  suffered  his  third  arrest,  being  acquitted,  how- 
ever, soon  after.*  By  this  time,  he  had  achieved  such  no- 
toriety as  to  be  awarded  a  place  in  the  colimms  of  Ftmek, 
where  he  was  called  ''mighty  Benbow."  ' 

For  a  time,  Benbow  entered  the  field  of  "radical"  journal- 
ism, becoming  editor  and  publisher  of  the  Tribune  of  the 
People,  which  was  to  take  up  "a  list  of  the  principal  subjects 
to  be  discussed  and  settled  during  our  Congress,"  that  is,  the 
"Congress"  which  was  to  accompany  the  "National  Holi- 
day." ^  The  paper  seems  to  have  run  through  only  three 
issues,  during  Jime  and  July,  1832,  and  then  to  have  been 
discontinued  for  financial  reasons.*  The  material  of  the  pub- 
lication hardly  fits  with  the  promises  made,  and  does  not 
seem  to  vary  materially  from  that  appearing  in  other  "rad- 
ical" papers  of  the  time.  One  article  entitled  "On  the  Ri^t 
of  Arming  Oneself,"  and  an  editorial  remark  that  the  "Theo- 
bald's Road  Institution  promises  fair  to  supersede  the  old 
d3ring  Institution  of  St.  Stephen's,"  serve  to  indicate  the 
extremely  revolutionary  bent  of  Benbow's  mind  at  the  time.* 

During  this  period,  he  had  not  altogether  given  up  his  voca- 
tion as  a  preacher,  one  sermon  at  least  having  been  preached 
by  him  at  the  "  Theobald's  Road  Institution."  ^ 

1  Wallaa.  op.  ott,  p.  285. 

*  London  Chroniole,  Mansh  22,  1832;  Poor  Man's  Guardian,  May  10, 1832. 

•  Quotod  in  Poor  Man's  Guardian,  April  14, 1832. 

*'  Shadows  this  day  have  struck  more  terrors  to  the  mind  of  Melboona 
Than  could  the  substance  of  ten  thousand  traitors 
All  armed  with  pikes,  and  led  by  mighty  Benbowl" 

*  Benbow,  Grand  National  Holiday,  London,  1832,  p.  15. 

>  June  17  and  24,  and  July  1.  The  Poor  Man's  Guardian  for  July  28, 1832  oontalaa 
an  advertisement  signed  by  one  R.  E.  Lee,  accusing  Benbow  of  having  **  vietimiaed"  Lea 
and  of  having  resorted  to  "open  robbery"  in  connection  with  his  printing  of  the  T^jb- 
one  for  Benbow.  Lee  announces  a  forthcoming  pamphlet  entitled  "Benbowiaia 
Unmasked." 

•  Tribune  of  the  People,  July  1  and  June  17, 1832. 

V  nnd.,  June  17, 1832, '  'On  Sunday  Evening,  Mr.  Benbow  will  preaoh  a 
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As  has  been  said,  it  was  in  the  midst  of  these  activities  that 
Benbow  published  his  Gnrndi^TatumoI  jEToUddf^  and  C(m(^re88o/ 
the  Productive  Clasaea.  The  contents  of  this  remarkable  docu- 
ment have  been  ably  summarized  elsewhere/  and  require 
only  sUght  mention  here.  Briefly,  it  proposes  that  the  work- 
ing people  declare  a  month's  '' holiday/'  supporting  them- 
selves from  their  savings  the  first  week,  but  subsisting  the 
remainder  of  the  time  by  taking  over  parish  funds,  and  by 
extorting  "contributions"  of  money  and  food  from  the 
wealthy.  It  further  proposes  that  local  committees  be  ap- 
pointed to  maintain  order  and  administer  the  distribution  of 
food,  and  also  to  elect  representatives  to  a  national  "con- 
gress" which  is  to  "reform  society."  In  modem  terms,  the 
people  are  to  declare  a  general  strike,  expropriate  property, 
and  establish  a  new  social  order  by  means  of  a  proletarian 
dictatorship.* 

The  height  of  Benbow's  power  and  popularity  seems  to 
have  coincided  with  the  months  f oUowing  the  publication  of 
his  pamphlet.  In  the  face  of  the  disillusionment  following  the 
passage  of  the  Reform  Bill,  the  National  Union  of  Working- 
men  rapidly  lost  prestige,  and  tho  Benbow  had  never  been 
optimistic  concerning  the  measure,  he  seems  to  have  suffered 
eclipse  with  his  fellow  "Rotundanists."  *  For  a  time,  he  was 
established  as  a  "fruiterer."  ^  Then  after  six  years,  he  reap- 
peared to  play  a  minor  part  in  the  Chartist  collapse  to  which 
his  own  ideas  had  largely  contributed.  Their  faith  in  polit- 
ical action  having  been  destroyed  by  the  failure  of  ParUi^ 
mentary  reform  and  of  the  National  Petition,  the  Chartist 
rank  and  file  were  more  than  ready  to  listen  to  the  "physical 
force  men";  the  workmen  in  the  North  and  Midlands  were 
in  a  particularly  rebellious  mood.*  Benbow's  project  for  a 
National  Holiday  was  discussed  and  ultimately  adopted  by 
the  Chartist  Convention.  Apparently  thinking  the  time  ripe 

'  BscflTt  op.  oit.t  i>p>  810-818* 

•  That  then  WM  a  olaar**ekM  WW ''doctrine  In  erienrthiiiglRiiiiftiiMkp^^ 
ttteretore  of  the  time.  Cf.  Beer,  op.  dt..  pp.  832-384;  WeUae,  op.  olt.  pp.  378,  S74.  OL 
nleo,  Benbow,  op.  dt.,  pp.  1-^ 

*  Beer,  op.  oit.,  p.  820.  >  HoTeH,  op.  dt,  pp.  14S  ff. 
<  Bobeon's  London  Dixtetory  for  1887. 
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personaDy  to  advocate  the  adoptioD  of  his  prtqect^  Benbow 
leturned  to  the  ndi^bortiood  of  his  3routh|  aad  traveled  ab^ 
m  ibe  vidnity  of  Mandiester,  "with  hone  and  cart,  ^^^"^ 
open-air  meetings,  and  pushing  the  sale  of  his  pamphlet  on 
the  general  strike."  ^ 

He  was  arrested  on  August  4, 1839,  eight  days  before  tiie 
date  set  for  the  ''sacred  month/'  and  two  days  before  the 
Convention  lost  courage  and  voted  to  "implore  all  our 
brother  CSiartists  to  abandon  the  project  of  a  sacxed  inonth."  ' 
Eight  months  later,  he  was  brou^t  to  trial  for  sedition  at  the 
assises  in  Chester,  foimd  guilty,  and  sentenced  to  sixteen 
months  imprisonment.  Tho  now  fiftynsix  years  of  age,  he 
does  not  seem  to  have  lost  any  of  his  oratorical  vigor,  for  he 
"entered  on  his  defence  at  11.40  &  finished  his  speech  at  10 
o'clock  p.]£."  The  minute  book  of  the  assizes  hears  evidence 
that,  possibly  through  his  plea,  or  his  advanced  age,  he 
moved  the  court  to  momentary  clemency,  for  the  record  of 
the  trial  closes  with  the  notation,  "To  enter  into  Recog- 
nisance," crossed  out  with  a  heavy  red-ink  line.* 

Benbow  faded  out  rapidly  from  the  Chartist  movennrait 
after  this  event.  In  1840,  apparently  while  still  in  prison,  he 
sent  to  a  meeting  in  Manchester  a  scheme  for  the  reorgan- 
ization of  the  movement  which  was  "too  long  to  be  read,"  ^ 
and,  in  April,  1841,  on  the  eve  of  the  expiration  of  his  prison 
sentence,  he  appeared  on  Feargus  O'Connor's  Ust  of  the 
Chartists  who  "could  be  trusted."  ^  No  further  information 
is  available  concerning  him.  It  has  been  suggested  that  the 
vicissitudes  of  his  life,  and  especially  the  strain  of  his  self- 
tutelage,  served  gradually  to  unbalance  a  never  wholly 
stable  mind.*  If  this  conjecture  is  correct,  it  is  likely  that  thie 
disappointment  foUowing  the  collapse  of  the  sacred  month, 
together  with  the  rigorous  treatment  which  he,  as  a  Chartist, 

1  Beer,  op.  dt.,  vol.  H,  p.  83.  Weet  Bu«geete  that  Benbow  had  retetablkhed  himMlf 
■■  a  ■hoemaker  in  Manchester,  but  fives  no  authority  for  hb  statements  West,  o^  «it^ 
11.187. 

•  Beer,  op.  dt..  voL  ii,  pp.  83  and  87. 

>  H.  O.  Assises  Book.  61/9  (Chester),  April  10, 1840. 

<  HoveU,  op.  ea..  p.  IM.  •  Beer,  op.  dt.,  p.  814. 

■  nrfd.,  p.  828. 


NOTES  AND  MSMOBANDA  4D9 

would  have  received  in  prison  ^  served  to  inci4)acitate  him 
for  further  a.ctivity. 

There  remains  to  be  considered  the  question  as  to  how 
ocMnpletely  Benbow  can  be  considered  author  of  the  general 
strike  idea.  Definite  conclusions  are  impossible  in  the  present 
imperfect  state  of  knowledge  concerning  the  man  and  his 
period.  One  point  is,  however,  certain,  namely,  that  a  vague 
notion  of  a  general  strike  as  an  aid  to  insurrection  antedates 
Benbow's  pamphlet  by  several  years,  going  back  to  the  days 
of  the  "Manchester  Insurrection"  and  the  Nottingham  up- 
rising.* The  idea,  however,  seems  to  have  remained  nebulous 
and  unheeded  till  Benbow  (who,  through  his  connection  with 
these  events,  must  certainly  have  noticed  it)  perceived  its 
tremendous  potentialities,  and  put  it  into  the  form  which, 
except  for  phraseology,  it  retains  substantially  to  this  day. 

One  furtlier  point  is  of  interest.  The  Sacred  Month  idea  in 
Benbow's  National  Holiday  is  derived  from  an  elaborate 
parallel  drawn  by  the  author  of  the  pamphlet  between  his 
scheme  and  the  ancient  Jewish  Sabbatical  and  Jubilee  3rears.* 
As  the  Jubilee  year  involves  such  revolutionary  proposals 
as  the  forgiving  of  debts  and  the  nationalization  and  redis- 
tribution of  land,  the  connection  between  the  scriptural  cus- 
tom and  Benbow's  scheme  is  not  so  far-fetched  as  may  at 
first  seem.  Furthermore,  Benbow  was  a  deeply  religious  man, 
and  lived  in  a  time  when  the  Bible  was  looked  to  for  literal 
guidance  in  current  problems.  It  may  be,  therefore,  that  the 
development  which  this  hitherto  unnoticed  idea  reached  in 
Benbow's  fertile  if  ill-balanced  mind  seemed  to  him  divinely 
sanctioned;  so  that  the  ardent  persistence  with  which  he 
advocated  it  was  that  of  a  religious  fanatic  as  well  as  of  a 
political  and  industrial  agitator.^ 

NiLBS  Cabpkntsb. 
Habtabd  XJNxvsBsrrr. 

>  Gf.  RoMobUtt,  Tha  ChartMt  Morement,  New  York.  1916.  p.  905;  Wett.  op.  dt., 
p.  188. 

I  Hammond,  op.  dt,  p.  858.  Tha  words  **cenanlitEike''w«rt  and  aitbktim*. 

*  Benbow,  op.  dt.,  pp.  8.  0.    Cf.  I/eviticue,  zzv. 

«  Cf .  Ib  tliis  conneetion,  CMMnkn,  Le  Roauoi  Sooiil  «i  ABglel«i%  Fuli,  1908, 
pp.  199,  200,  and  Roee,  The  Rise  of  Democrsoy,  London,  1807,  p.  45. 
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THE  LINCOLN  TARIFF  MYTH  FINALLY 

DISPOSED  OF 

In  two  notes  published  in  this  Journal,  one  in  August,  1914, 
entitled  '^ Abraham  lincohi  on  the  Tariff:  A  M3rth/'  and  the 
other  in  February,  1915,  entitled  ''Lincoln  and  the  Tariff:  A 
Sequel/'  I  presented  the  results  of  an  inquiry  on  the  origin  of 
a  phrase  about  the  tariff  ascribed  to  Lincoln.^  The  phrase  ap- 
peared in  various  forms.  The  familiar  one  was  this:  ''If  ¥re 
purchase  a  ton  of  steel  rails  from  En^and  for  twenty  dollais, 
then  we  have  the  rails  and  En^and  the  money .  Butifwebuy 
a  ton  of  steel  rails  from  an  American  for  twenty-five  doDaiSy 
then  America  has  the  rails  and  the  money  both."  My  con- 
clusion, after  following  up  various  clues,  was  that  the  phrase 
originated  with  Robert  G.  IngersoU.  Tho  it  did  not  appear  in 
IngersoU's  published  writings  imtil  after  the  date  of  first 
ascription  to  Lincoln,  the  evidence  indicated  that  it  had  been 
used  by  Ingersoll  in  his  orations  and  lyceum  speeches  in  such 
a  way  as  to  lead  reporters,  quite  without  design  on  Inger- 
soU's part,  to  attribute  it  to  Lincoln. 

Complete  confirmation  of  this  surmise  has  recently  come  to 
me  through  the  obliging  inquiries  of  Mr.  Edward  F.  O'Neil  of 
New  York.  Endeavors  of  my  own  to  seciu^  information  from 
members  of  IngersoU's  family  had  been  fruitless.  Mr.  O'Neil, 
however,  has  conmiunicated  with  IngersoU's  surviving  sister- 
in-law,  Mrs.  C.  P.  FarreU  of  New  York,  and  gets  from  her  the 
unequivocal  statement  that  IngersoU  used  the  steel  raU  story 
as  early  as  1880.  She  refers  to  a  speech  made  in  Brooklyn, 
New  York,  in  October,  1880,  and  reported  to  the  New  York 
Herald  of  October  31  of  that  year.  He  used  it  also  in  an  inter- 
view in  the  Republican  of  Denver,  Colorado,  on  January  17, 
1884,  and  once  more  in  a  speech  at  the  MetropoUtan  Opera 
House  on  June  29, 1888.  The  evidence  seems  to  be  complete. 
IngersoU  was  the  author  of  the  phrase,  and  used  it  frequently. 
Only  by  accidental  coUocation  with  Lincoln's  name  did  it 
come  to  be  ascribed  to  the  great  president. 


1  Reprinted  in  the  volume  of  ooUeeted  e«ayi  on  Free  Trade,  Tlie  Tariff  and  Re- 
ciprocity (1920). 
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GENERATING  CYCLES  REFLECTED  IN  A 

CENTURY  OF  PRICES 

SUMMARY 

Cycles  of  approximately  eight  3rear8  in  the  3rield  per  acre  of  British 
ciopB  have  probably  recurred  in  a  continuous  series  during  the  last  one 
hundred  and  sixty  years.  In  consequence  of  the  law  of  demand,  these 
crop  cycles  have  generated  corresponding  cycles  in  the  prices  of  food  and 
of  organic  raw  materials.  In  conformity  with  the  law  of  oompetitive 
price,  the  cycles  in  the  prices  of  food  and  of  raw  materials  should  luKve 
been  followed  by  corresponding  cycles  in  the  prices  of  manufactured 
commodities.  As  a  matter  of  fact,  the  analysis  of  Sauerbeck's  index 
numbers  of  general  wholesale  prices  reveals  xeH  cycles  of  approximately 
eight  3rears  in  which  the  originating,  generating  crop  cycles  are  reflected 
througliout  the  century  for  which  the  Sauerbeck  index  numbers  have 
been  computed. 

The  principal  results  of  the  investigation  i^pear  in  the  graphs  of 
figures  6  and  6. 

I.  Data  and  method,  (04.  —  II.  An  analysis  of  a  centuxy  of  prices, 
606.  —  III.    Crop  cycles  as  generating  cydes,  515. 

In  a  recent  paper  ^  I  drew  a  distinction  between  gen- 
erating economic  cycles  and  derived  economic  cycles. 
Generating  economic  cycles  were  described  as  economic 
cycles  that  have  their  origin  in  non-economic  causes 
and  become  the  originating  source  of  derived  economic 
cycles.  A  careful  scrutiny  of  American  agricultural 
statistics  revealed  the  existence  of  an  eight-year  gen- 

>  "Qcneratinc  Cyelai  of  Produoto  aiid  Mow,"  Qiuuierly  JouniAl  of  ^^'y>mki, 
Ptbruanr,  1021.  pp.  316-839. 
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erating  cycle  in  the  yield  per  acre  of  the  leading  Ameri- 
can crops,  and  this  generating  cycle  of  products  was 
found  to  originate  a  derived  cycle  of  agricultural  prices. 
American  manufactures,  according  to  the  census  of 
1900,  obtained  about  80  per  cent  of  their  raw  materials 
from  the  farms,  and  as  the  prices  of  manufactured  com- 
modities tend  to  adjust  themselves  to  the  cost  of  produc- 
tion, it  was  argued  that  the  eight-year  cycles  in  the 
prices  of  farm  products  tended  to  induce  derivative 
cycles  in  the  prices  of  manufactured  conunodities.  The 
major  features  of  economic  cycles  were  regarded  as 
being  traceable  to  three  primary  laws: 

(1)  the  law  of  the  generating  cycle  of  raw  ma- 
terials, which  is  due  to  a  non-economic  cause; 

(2)  the  law  of  demand  for  raw  materials,  in  con- 
sequence of  which  the  generating  cycle  of 
products  originates  a  derived  cycle  of  prices 
for  raw  materials;  and 

(3)  the  law  of  competitive  price,  according  to  which 
the  prices  of  finished  goods  in  an  open  market 
tend  to  correspond  with  the  cost  of  production. 

The  present  paper  carries  the  inquiry  a  stage  f lurther. 
An  analysis  is  made  of  the  history  of  prices  in  Great 
Britain,  for  a  centmy,  and  the  results  are  considered 
with  reference  to  their  dependence  upon  generating 
agricultural  cycles  and  with  regard  to  their  bearing 
upon  the  economic  theory  of  cycles. 


Data  and  Method 

The  data  for  the  first  part  of  the  investigation  are  the 
Sauerbeck  index  numbers  of  general  wholesale  prices 
for  the  interval  between  the  Napoleonic  wars  and  the 
Great  War.    This  record  from  1818  to  1913,  which  is 
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a  summary  description  of  economic  history  during  a 
century  of  unparalleled  development  between  two 
world-wide  catastrophes,  supplies  imique  material  for 
an  inductive  quest  of  economic  r^ularities. 

The  method  used  in  the  inquiry  is  Fourier's  Theorem 
as  it  has  been  developed  for  statistical  purposes  by  Pro- 
fessor Schuster  and  Professor  Turner. 

The  Savilian  Professor  of  Astronomy  at  Oxford,  Pro- 
fessor Turner,  has  said  that  ''apart  from  the  planetary 
motions  periodicities  in  natme  are  seldom  clearcut/'  ^ 
As  we  shall  attempt  to  establish  certain  economic  cycles 
and  to  trace  their  cause  to  periodicities  in  nature,  the 
part  of  wisdom  would  seem  to  be  to  profit  by  the  ex- 
perience of  natural  scientists  who  have  dealt  with  the 
problem  of  isolating  natural  periodicities. 

It  is  well  known  that  Fourier's  celebrated  theorem 


Aq+Gi  cos  kt+<h  cos  2kt+  .  .  . 
+61  sin  kt+bi  sin  2kt+  .  .  . 


if  carried  out  to  a  sufficient  nxmiber  of  terms  will  repro- 
duce almost  any  type  of  graph.  This  equation  may  be 
expressed  also  in  the  form 

y  s=  Ao+Aisia  {kt+ei)+AtBm  (2kt+et)+  .  .  . 

When  the  parameters  of  this  equation  are  determined 
from  statistical  data  the  question  arises  as  to  the  signifi- 
cance of  the  several  terms  in  the  Fourier  series.  Do  the 
successive  terms  in  the  sine  series  correspond  to  real 
periodicities  in  natme,  or  are  they  merely  formal  terms 
the  summation  of  which  will  give  the  observed  values  of 
the  original  data?  If,  for  example,  a  high  value  were 
obtained  for  one  of  the  A-coefficients  in  the  sine 
series,  what  warrant  would  there  be  for  assuming  that 
the  particular  sine  term  of  which  the  given  A  was  the 

s  H.  H.  TnriMr,  TMm  tot  FadHtating  the  Uae  of  Haraionte  AnMiytSm,  p.  44. 
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coefficient  would  be  significant  of  a  real  recurring 
periodicity? 

This  problem  was  considered  by  Professor  Schuster  in 
his  theory  of  the  periodogram.^  According  to  Professor 
Schuster,  ^Hhe  periodogram  may  be  said  to  put  the 
statistical  material  in  a  form  in  which  it  may  be  most 
readily  discussed,  but  there  may  be  always  cases  in 
which  the  interpretation  is  difficult.  ...  I  do  not,  of 
course,  claim  to  have  first  introduced  the  application  of 
Fourier's  Theorem  to  the  discovery  of  hidden  periodic- 
ities. .  .  .  The  process  is  sufficiently  obvious  to  have 
been  frequently  introduced,  but  it  has  generally  been 
assumed  that  each  maximum  in  the  amplitude  of  a  har- 
monic term  corresponded  to  a  true  periodicity.  What 
distinguishes  the  method  which  I  am  endeavouring  to 
introduce  from  that  of  others,  is  the  discussion  of  the 
natural  variability  of  the  Fourier  coefficients  according 
to  the  theory  of  probability,  independently  of  any 
periodic  cause  which  may  have  influenced  the  phenom- 
enon." * 

The  first  step  in  the  Schuster  method  of  isolating  true 
periodicities  by  the  methiod  of  the  periodogram  consists 
in  arranging  the  data  of  the  statistical  series  into  groups 
of  different  lengths  and  then  computing  the  values  of  the 
coefficients  of  the  sine  terms  appropriate  to  the  differ- 
ent groups.  The  required  lengths  and  closeness  of  the 
groups  are  discussed*  by  Professor  Schuster,  and  he 


>  The  fundamental  memoin  of  Piofewor  Sohutter  are 

"On  the  InregUsation  of  Hidden  FeriodieitieB  with  Application  to  a  flmnw d  M 
Day  Period  of  BCeteorologioal  Phenomena.'*  Terreatrial  MacnetiBm,  for  BCarefa,  IMa; 
*'  The  Periodogram  of  Magnetic  Dedination  aa  Obtained  from  the  Recotde  of  the  OretP 
wieh  Obeervatory  during  the  Years  1871-1805,**  Cambridge  PhOoeopfaioal  Soeieir 
TraiMaotione,  vol.  18, 1809;  "  On  the  Periodicity  of  Sunspota,"  Philoa(q;»hical  TtaMae- 
tione  of  the  Royal  Society  of  London,  A,  vol.  206, 1006. 

*  "On  the  Periodieitiei  of  SunepoU,*'  Philoeophical  Tranaaetiona,  A,  vol.  905.  p^ 
71,72. 

•  See  partioulaily  "On  the  Periodieitiei  of  Sunspota,"  Philosophical  Traonetion.  A, 
roL  206,  p.  71. 
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further  shows  how  the  probability  of  the  reality  of  any 
assumed  cycle  is  dependent  upon  the  magnitude  of  the 
coefficient  of  its  corresponding  harmonic  in  the  period- 
ogram.  In  brief  ^  the  probability  of  the  reality  of  an  as- 
sumed cycle  is  shown  to  be  dependent  upon  the  relative 
size  of  A^  where  A  is  the  coefficient  of  the  sine  term 
descriptive  of  the  assumed  cycle. 

Professor  Turner's  method,  which  he  has  called  the 
method  of  Fourier  Sequence,^  is  based  upon  Professor 
Schuster's  method  of  the  periodogram.  The  device  may 
be  illustrated  by  the  problem  in  connection  with  which 
the  method  of  Foiuier  Sequence  was  developed.  In 
1913,  when  Professor  Turner  published  his  essays,  a 
fairly  good  record  of  sunspots  existed  for  a  period  of  156 
years.  His  problem  was  to  determine  whether  there  was 
ground  for  beUeving  that  there  were  real  periodicities  in 
the  sunspot  data,  and  if  so,  to  ascertain  their  approxi- 
mate lengths.  The  same  problem  had  been  considered  by 
Professor  Schuster  with  the  aid  of  the  method  of  the 
periodogram,  but,  according  to  Professor  Turner,  the 
Schuster  method  was  needlessly  complex,  involving  an 
unnecessary  amount  of  computation.  An  adequate  solu- 
tion was  thought  to  be  obtained  if  a  Fourier  series  were 
computed  for  the  whole  series  of  data,  and  the  several 
terms  of  the  series  were  investigated  more  in  detail  ac- 
cording as  the  magnitudes  and  signs  of  the  coefficients  of 
the  several  terms  indicated  the  possible  presence  of  a 
real  cycle.  In  order  to  carry  out  this  idea,  Professor 
Turner  computed  for  the  156  years  of  sunspot  data  the 
harmonics  for  the  periods  of  the  following  niunber  of 


1  The  fundamental  memoin  of  Prolewof  TunMr  are  "On  the  Harmonie  Analyab  of 
Wolfe  Sun-epot  Numben,  With  Special  Relerenee  to  Mr.  Klmura'e  Paper,**  Monthly 
Notieee  of  the  Royal  Aetronomioal  Society,  Blay,  1013;  "On  the  ETpriiion  of  Sun- 
qwt  Pttiodioity  ae  a  Fourier  Sequenoe,  and  on  the  General  Uee  of  a  Fourier  SeQuenoe  in 
Similar  ProUeme,"  ibid.,  1013  (Supplttuent);  "Further  Remarke  on  the  FTprwinn  of 
Sun-epot  Periodicity  ae  a  Fourier  Sequence,*'  ibid.,  November,  1018. 
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years:  156,  156/2,  156/3  .  .  .  156/54.  The  principal 
advantage  claimed  by  Professor  Turner  for  the  metlHxl 
of  Fourier  Sequence  is  this:  The  development  of  the 
Foiuier  Sequence  is 

(1)  Necessary.  —  "Since  each  term  of  the  Fourier 
Sequence  is  independent  of  every  other,  it  can- 
not be  inferred  from  any  other.  Hence  we 
must  at  least  calculate  all  these  terms.''  ^ 

(2)  Sufficient.  —  "  If  we  desire  to  kjnow  to  what  ex- 
tent any  periodicity  intermediate  between  two 
of  those  directly  tabulated  is  represented  in  the 
observations  ...  we  are  able  to  deduce  this 
information  from  the  sequence." ' 

II 
An  Analysis  of  a  Century  op  Prices 

As  a  preliminary  step  oxu*  investigation  will  follow  the 
method  of  Pirofessor  Turner  in  the  analysis  of  Sauer- 
beck's index  nxmibers  of  general  wholesale  prices. 

Sauerbeck's  index  numbers  of  general  wholesale 
prices  from  1818  to  1913  are  recorded  in  Table  I  of  the 
Appendix  and  are  graphed  in  Figure  1.  The  graph 
shows  quite  clearly  that  the  mean  value  of  the  items  in 
the  early  part  of  the  series  is  higher  than  the  mean  value 
during  the  latter  part^  and  we  are,  therefore,  confronted 
with  the  question  as  to  what  shall  be  done  about  the 
secular  trend  of  the  figures.  Any  hypothesis  that  might 
be  made  as  to  the  type  of  curve  to  represent  the  secular 
trend  would,  to  a  degree,  be  an  arbitrary  hjrpothesis, 
and  my  decision  has  been  to  make  no  supposition  as  to 
the  secular  trend,  but  to  proceed  with  the  computation 
of  the  Fourier  terms  from  the  crude  index  nxmibers.  In 


**  I 


On  the  EzpreMUon  of  Sun-tpot  Periodicity  ••  a  Fourier  Sequenoe,"  Monthly 
Notioee  of  the  Royal  Aatronomioal  Society*  1013,  p.  715. 

«  Ibid.,  p.  715. 
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support  of  this  decision  these  two  considerations  are 
o£f^:ed: 

1 .  It  is  known  that  each  term  of  a  Fourier  sequence  is 
independent  of  the  other  terms,  and  there  is,  therefore,  a 
probability  that  when  a  Fourier  series  is  fitted  to  the 
statistical  data  covering  a  considerable  length  of  time, 
the  early  terms  of  the  series  will  make  an  allowance  for 
the  secular  trend  which  will  be  independent  of  the  later 
terms.^  Figures  1,  2,  3,  4  show  the  reasonableness  of 
this  assumption.  An  ample  description  of  these  graphs 
will  be  given  later  on. 

2.  The  authority  of  Professor  Schuster  is  against  the 
early  elimination  of  the  secular  trend  before  the  Fourier 
terms  are  computed:  ^'Very  considerable  labour  has 
sometimes  been  spent  in  eliminating  secular  variations 
and  other  known  periodicities  before  the  hidden  periodic- 
ities are  searched  for.  We  may  reasonably  ask  the 
question,  what  object  is  thereby  gained?  It  is  one  of  the 
great  advantages  of  Fourier's  analysis  that  each  of  its 
terms  is  independent  of  the  others;  and  if  we  wish  to 
determine  any  particular  coefficient  it  is  unnecessary  to 
b^in  by  eliminating  the  others.  The  analysis  itself  per- 
forms that  process  in  the  best  possible  way,  if  the  coeffi- 
cients are  obtained  by  arithmetical  calculations.  .  .  . 
The  general  rule  may  be  ^ven,  that  it  is  the  best  to 
eliminate  as  few  variations  as  possible,  and  to  carry  out 
the  elimination  at  as  late  a  stage  of  the  computation  as 
possible."  * 

For  these  reasons  we  have  computed  the  Fourier 
terms  directly  from  the  index  numbers  in  the  raw  state. 
The  results  of  the  computation  are  given  in  Table  II 

1  Cf.  Sehutter,  "Th«  Ftoiodocram  of  MaciiMie  DedinAtion/*  p.  113.  *'T»ble  .  .  . 
elotfly  thaw  the  cffeeto  of  Meolar  vmriatioii.  Mid  we  most  oonaider  in  hoir  far  it  ie  neeei 
■My  to  take  any  notice  of  tUa  variation.  If  our  obeervationa  extended  oyer  an  8tMi^fi««*i> 
time,  Fourier'a  analyiia  would  iteelf  perf  oim  all  that  ia  required,  and  each  period  would 
be  totally  independent  of  all  othen.'* 

•  "On  the  Invertltatioa  of  Hidden  Ftoiodidtifla.''  p.  84.  Cf.  ako  p.  88. 
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of  the  Appendix.  The  headings  of  the  table  will  be 
understood  from  an  examination  of  Fourier's  series 
when  it  is  expressed  in  the  following  two  forms: 

(1)  y  «  Ao+Gi  cos  kt+<h  cos  2kt+  .  .  . 

+61  sin  A;<+6ii  sin  2fc<+  .  .  . 

(2)  y  -  ilo+Ai  sin  {ki+ei)+At  sin  (2iW+6^)+  .  .  . 

The  amplitudes  of  the  terms  in  (2)  —  the  A-coeffi- 
cients  —  are  obtained  from  the  corresponding  coefll- 

cients  in  (1)  by  means  of  the  formula  A  =  Va* + 6».  -^o 

is  equal  to  the  mean  value  of  the  96  index  numbers.  The 

lengths  of  the  periods  in  the  second  colmnn  of  Table  11 

are  obtained  by  dividing  96,  which  is  the  number  of 

years  of  observations  recorded  in  the  Sauerbeck  index 

niunbers,  by  the  consecutive  integers  that  are  given  in 

the  first  colmnn.   The  constant  A;  in  the  formulae  (1) 

and  (2),  which  does  not  appear  in  Table  11,  b  equal  to 

360*" 

-TT-  =  3°  45'.   The  constants  e  in  (2)  do  not  occur  in 
vo 

Table  II,  but  their  values  may  be  obtained  from  the 

corresponding  values  of  a  and  h  in  (1)  by  the  relation 

a 
tan  e  =  -  • 
0 

We  shall  now  consider  the  conclusions  that  may  be 
drawn  from  the  data  of  Table  II  and  we  shall  b^in  with 
the  last  colmnn  which  ^ves  the  values  of  AK  If  we  let 
the  eye  run  down  the  last  colmnn,  it  will  note  that  at 
four  places  the  values  of  A^  assiune  special  importance — 
for  the  periods  of  96  years,  48  years,  24  to  16  years,  and 
8.7  to  7.4  years.  A  moment  ago  when  the  question  of 
eliminating  the  secular  trend  was  under  consideration, 
the  decision  was  reached  to  permit  the  early  terms  of  the 
Fourier  series  to  provide  for  the  secular  trend  rather 
than  to  adjust  the  raw  figures  of  the  observation  accord- 
ing to  a  more  or  less  arbitrary  assumption  as  to  the  type 
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of  curve  which  might  be  appropriate  to  represent  the 
trend.  It  now  seems  reasonable  to  conclude  that  the 
large  values  of  A*  at  96  years  and  48  years,  and  possibly 
those  between  24  and  16  years,  are  caused  by  the  general 
trend  of  the  figures.  Inasmuch  as  one  of  these  covers  the 
whole  range  of  the  observations  and  the  other,  one-half 
of  the  range,  one  would  certainly  not  be  justified  in 
holding  that  they  represent  real  recurrent  cycles.  Fig- 
ures 1  and  2  depict  these  two  Foiuier  constituents  of  the 
price  curve.  Figure  1  also  shows  the  curve  that  is  ob- 
tained by  combining  the  mean  of  the  Sauerbeck  index 
numbers  with  the  96-year  Fourier  constituent.  like- 
wise Figure  2  ^ves  the  compound  curve  made  up  of  the 
mean  of  the  Sauerbeck  index  numbers  and  the  96-  and 
48-y^ar  Fourier  constituents. 

With  two  of  the  foxu*  important  values  of  A*  in  Table 
II  accoimted  for,  the  possibility  of  real  cycles  in  the  96- 
years  record  is  limited  to  the  remaining  two  epochs  be- 
tween 24  and  16  years  and  between  8.7  and  7.4  years. 
The  mean  of  the  limiting  values  of  the  latter  period  is 

^       =  8.0  years,  and  the  limits  of  the  other  period 

are  respectively  twice  and  three  times  this  mean  value. 
The  v^ue  of  -A*  in  Table  II  corresponding  to  a  period  of 
exactly  8  years  is  small,  but  if  the  computation  had 
been  confined  to  the  interval  1857-1913  its  value  would 
have  been  7.95. 

Thus  far  the  argument  as  to  the  existence  of  real 
periods  has  been  based  upon  the  size  of  A*  which  is  the 
criterion  used  by  Professor  Schuster.  An  additional 
criterion  has  been  offered  by  Professor  Turner.  In  his 
fundamental  memoir  ^  he  has  pointed  out  that  when  a 
striking  periodicity  is  present,  there  is  a  tendency  for  the 

1  H.fi. Tuner,  *t)n the EzpreMion of  Sun-cpot Periodidly m a Foaiiar SaqnnMb'' 
Monthly  NodeMol  the  Roy»lAstxoDomiad8ode|y,  1918,  p.  71«.  Of.  aln,  ppu  711^  TSt. 
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FkoxTBS  1.    Sauerbeck's  index  numben  of  general  wboleeale  pricea. 
Equation  to  the  upper  amooth  ourte:  y  -  88.6  +  11.2  ain  (W*<  +  3^t 

origin  at  1818. 


FiouBa  2.    Sauerbeck's  index  numbers  of  general  wholesale  prices. 
Equation  to  the  un>er  smooth  ounre:  y  -  88.6  +  11.2  sin  (Vf^^  +  342^  + 

13.8  sin  (W**<  +  56"^.  origin  at  1818. 


Fkomu  3.    Sauerbeok's  iiklex  numberi*  ot  general  wholeaale  prices. 
EquatioD  to  the  upper  smooth  cunre:  y  -88.6  +11.2  sin  (W*<  +.342^  + 
13.8  sin  (W*<  +  M*)  +  5.3  sin  (^.1*1  +  fi2*),  origin  at  1818. 
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Fiomu  4.  Sauerbeck*!  index  numben  of  general  wholesale  prieee. 
Equation  to  the  un>er  smooth  ourve:  v  -  88.6  +  11.2  ain  (W*<  +  843^)  + 
18.8 ain  (W*«  +  M")  +  58 sin  (^Vt  +  82^  +  3.6 aln  (W'<  +  848^. 

origin  at  1818. 


Fkouu  5.    Reeiduala  of  Sauerbeck's  index  numbers  of  general  wholesale 
Equation  to  the  upper  smooth  curve:  y  -  8.8  sin  (/ff *<  +  0^  + 
8.1  sin  (/ffl  +  02^,  origin  at  1818. 
Mbldle  smooth  curve:  y  -  3.8  sin  (f.W^  +  ^< 
Bottom  smooth  curve:  y  -  8.1  sin  (/!{''<  +  92^. 


bers.  The  compound  curve  in  Figure  4, 1  have  regarded 
as  the  general  trend  of  the  Sauerbeck  numbers.  If  the 
ordinates  of  this  compound  curve  corresponding  to  the 
years  between  1818  and  1913  are  subtracted  from  the 
Sauerbeck  index  numbers  for  those  years,  we  obtain 
what  I  have  called  the  Sauerbeck  residuals,  which  are 
listed  in  Table  III  and  are  graphed  in  Figure  5. 
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Table  II,  as  we  have  seen,  indicates  that  there  is  a 
real  cycle  between  8.73  and  7.38  years  in  the  Sauerbeck 
index  numbers.  In  Figure  5,  three  smooth  curves  have 
been  fitted  to  the  Sauerbeck  residuals,  one  of  which  is 
made  up  of  the  two  cycles  of  8.73  and  7.38  years  respec- 
tively. This  curve  gives  an  excellent  description  of  the 
residuals.  In  the  remaining  curves  the  cycles  of  8.73 
and  7.38  years  have  been  fitted  to  the  data  separately. 
The  curve  of  8.73  years,  as  we  should  expect  from  the 
greater  value  of  ii^  in  Table  II,  gives  a  better  description 
of  the  residuals  than  the  curve  of  7.38  years. 

m 

Crop  Cycles  as  Generating  Cycles 

No  one  familiar  with  the  theory  of  prices  and  with 
their  multitudinous  causes  of  change  would  expect  the 
record  of  general  wholesale  prices  to  show  an  exact 
mathematical  precision  in  the  working  out  of  any  one 
cause.  If  there  were  a  predominant  cause  one  would 
feel  that,  at  best,  the  nature  of  its  e£fect  would  be  re- 
vealed only  in  the  average  of  a  fairly  long  record.  One 
would  be  prepared  for  a  marked  deviation  from  the 
average  in  any  particular  instance.  On  the  other  hand, 
if  in  the  average  of  a  fairly  long  record  there  should  be 
evidence  of  a  persistent  cycle,  no  one  acquainted  with 
the  statistical  theory  of  cycles  would  fail  to  suspect  the 
presence  of  a  predominant  periodic  cause. 

The  analysis  of  a  centiuy  of  prices  has  revealed  the 
existence  of  a  cycle  in  wholesale  prices  of  about  eight 
years  in  length.  What  is  its  cause? 

In  the  paper  ^  to  which  reference  has  already  been 
made,  I  have  shown  that  in  the  United  States  the  yield 
per  acre  of  the  leading  crops  between  1882  and  1918 


Mi 


G«Mntint  CjtoIm  of  Firodaets  mod  Prioet,"  Qiuuierly  Jounal  ol  Eoonomiai, 
Fabnmnr,  1821. 
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passed  through  cycles  of  about  eight  years  with  Tnaarima 
at  about  1882, 1890, 1898, 1906,  and  1914.  These  ete^t- 
year  cycles  in  the  yield  of  the  crops  generated  eie^t- 
year  cycles  in  the  prices  of  organic  raw  materials  of 
manufactures  which,  according  to  the  law  of  competitive 
price,  were  followed  by  corresponding  cycles  in  the 
prices  of  manufactured  conmiodities.  In  two  eariier 
articles  published  in  the  Journal  of  the  Royal  Statistical 
Society  the  following  were  among  the  concluaons  that 
were  reached:  ^ 

(1)  The  yield  per  acre  of  representative  crops  in 
the  United  Kingdom  since  1884  —  when  the 
figures  for  the  yield  per  acre  of  the  crops  be- 
gan to  be  collected  officially — passed  through 
eight-year  cycles  which  were  synchronous  with 
the  cycles  of  eight  years  in  the  yield  of  the 
American  crops; 

(2)  The  yield  per  acre  of  representative  crops  in 
France  was  closely  correlated  with  the  yield  in 
the  United  Eongdom  and  passed  through 
eight-year  cycles  which  were  synchronous  with 
the  crop  cycles  in  the  United  Kingdom  and  in 
the  United  States. 

The  Efynchronism  of  the  crop  cycles  in  these  three 
coimtries  and  the  demonstrated  existence  of  derived 
eight-year  cycles  of  agricultural  prices  in  the  United 
States,  which  according  to  the  law  of  competitive  price 
induced  corresponding  cycles  in  the  prices  of  manu- 
factured commodities,  would  seem  to  indicate  that  the 
clue  to  the  observed  eight-year  cycle  in  Sauerbeck's 
index  nimibers  of  general  prices  migiht  be  found  in  the 
eight-year  cycles  of  the  crops. 

Holding  fast  to  this  clue  we  shall  present  evidence  to 

*  "Crop  Cycles  in  th«  United  Sntdom  and  in  the  United  Statee,"  May.  1019 
"Crop  Cyolei  in  the  United  Sntdom  and  in  Fhmoe,"  May,  1020. 
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show  that  throughout  the  interval  under  investigation^ 
1818  to  1913,  and  for  a  still  longer  period,  the  British 
crops  passed  through  cycles  of  approximately  eight 
years  in  length. 

The  first  bit  of  evidence  has  already  been  adduced. 
The  yield  per  acre  of  representative  crops  in  the  United 
Kingdom  —  wheat,  oats,  and  barley  —  passed  through 
cycles  of  eight  years  with  maxima  at  about  1882,  189Q, 
1898,  1906,  1914,  and  these  cycles  were  synchronous 
with  those  of  France  and  the  United  States.  (The  graph 
is  given  in  Figure  6.) 

In  presenting  the  next  remarkable  piece  of  evidence  I 
make  use  of  a  thoughtful,  long  neglected  paper  ^  on 
''A  Comparison  of  the  Fluctuations  in  the  Price  of 
Wheat  and  in  the  Cotton  and  Silk  Imports  into  Great 
Britain,"  by  the  late  J.  H.  Poynting,  at  one  time  Pro- 
fessor of  Physics  in  Birmingham.*  Having  in  mind, 
doubtless,  the  essays  of  Stanley  Jevons,  the  author  ex- 
pressed cautiously  the  opinion  that  ''the  attempt  to 
prove  the  sunspot  origin  of  variations  of  the  harvests 
and  crops  has  probably  led  us  somewhat  away  from  the 
proper  line  of  inquiry.  This,  it  seems  to  me,  should  be- 
fpn  with  such  a  manipulation  of  the  statistics  as  to  show 
the  true  fluctuations  whatever  they  may  be,  with  the 
effects  of  wars,  increase  of  commerce,  etc.,  as  far  as  pos- 
sible eliminated."  *  Accordingly  Professor  Poynting  set 
about  devising  a  method  to  reveal  the  essential  fluctua- 
tions in  the  price  of  wheat  in  England  from  1760  to 
1875.  Here  is  his  description  of  the  method: 

In  order  to  determine  the  fluctuations  we  require  to  know  not 
only  the  actual  price,  but  whether  that  price  is  above  or  below  the 

1  JounuJ  of  the  Royal  Statistical  Society,  March,  1884. 

s  "Poynting  bdonged  to  the  rare  type  of  men  who  are  more  critical  of  their  own  woric 
than  of  that  produced  by  othen.  The  number  of  his  papers  is  therefore  oomparatiyely 
smaD,  but  each  of  them  marks  some  definite  and  cenerally  important  step.*'  Schuster 
and  Shipley,  Britam*s  Heritace  of  Science,  p.  161. 

s  Journal  of  the  Royal  Stetistioal  Society,  March,  1884,  p.  85. 
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average  for  that  time.  It  becomes  necessary  then  to  average  the 
prices  in  some  way  so  as  to  obtain  a  standard  for  each  year,  and  we 
can  then  determine  whether  the  price  for  any  particular  3^ear  is  hi^ 
or  low  according  as  it  is  above  or  below  that  standard.  I  have  found 
it  sufficient  to  average  for  ten  years  at  a  time,  that  is,  I  have  taken 
as  the  standard  for  each  year  the  average  of  the  ten  years  of  whidi 
that  year  is  the  fifth.  If  a  curve  be  drawn  whose  ordinates  rejxeeent 
these  standard  prices,  it  will  be  seen  at  once  that  all  the  larger  ir- 
regularities are  nearly  smoothed  down.  .  .  . 

It  would  now  be  possible  to  represent  the  rises  and  falls  in  price  by 
comparing  the  price  for  each  year  with  the  standard  for  that  year. 
But  there  are  so  many  irregularities  of  short  duration,  say  two  or 
three  years,  that  it  is  more  convenient  to  take,  instead  of  the  prioe 
for  each  year,  the  average  for  a  short  period,  and  for  this  purpose  I 
adopt  four  years.  The  price  for  any  one  year  then  to  be  compared 
with  the  standard,  is  the  average  for  the  four  years  of  ^idiich  that 
3rear  is  the  second. 

Were  there  only  very  small  variations  in  the  standard,  it  would 
be  sufficient  to  take  the  difference  between  the  ten-yeariy  and  the 
four-yearly  averages.  But  the  standard  varies  very  considerably. 
.  .  .  The  hi^er  the  standard,  the  greater  are  the  differences  be- 
tween it  and  the  four-yearly  average.  To  obtain  results  which  may 
be  compared  with  each  other  at  different  times,  this  effect  of  change 
of  standard  must  be  eliminated.  This  may  be  done  by  finding  what 
percentage  the  four-yearly  is  of  the  ten-yearly  average.^ 

The  numerical  results  of  the  application  of  this 
method  to  the  prices  of  wheat  in  England  from  1760  to 
1875  are  given  in  Table  IV  and  are  graphed  in  Figure  6. 
After  Professor  Poynting  had  made  his  computations 
following  the  method  which  has  just  been  described  and 
had  vmtten  his  paper,  he  had  the  good  f  ortime  to  have 
it  read,  before  its  publication,  by  Professor  George 
Gabriel  Stokes '  than  whom  there  was  probably  no  one 

>  Joumal  of  the  Royal  Statiatioal  Society,  Much,  1884,  pp.  36, 37. 

s  *The  golden  age  of  mAthematiee  and  phyaiee  at  Cambridge  was  coincident  with 
the  adentific  activity  of  George  Gabriel  Stokee  (1819-1903)  which  began  in  1843,  and 
extended,  with  but  slightly  diminished  vigour,  to  the  end  of  the  last  century.  Stokea* 
position  as  an  investigator  is  among  the  greatest,  but  his  influence  cannot  be  measarad 
merdy  by  the  record  of  his  published  w(wk.  He  united  two  generations  of  acientifie 
worlcers  by  the  love  and  veneration  centered  in  their  gratitude  for  the  assistance  and  en- 
eouragement  which,  with  kindly  and  genuine  interest,  he  showered  upon  them  out  of  tha 
wealth  of  his  knowledge  and  experience.  Even  those  who  intdleetuaUy  were  hia  eqmla 
owed  much  to  his  sound  and  impartial  judgment.  Turning  away  from  the  grave  wbidi 
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better  equipped  to  pass  judgment  upon  the  mathe- 
matical implications  of  the  Poynting  method  of  curve 
smoothing.  Professor  Poynting's  conclusions  from  the 
observations  of  his  eminent  critic  are  given  in  these 
sunmiary  sentences: 

Thus  the  effect  of  the  averaging  process  is  practically  to  destroy 
all  harmonics  below  five  years,  to  save  over  half  the  amplitude  at  six 
years,  a  greater  amount  up  to  eight  years,  when  about  five-sixths  is 
saved,  and  beyond  that  a  continually  decreasing  amount,  though  at 
fifteen  years  still  nearly  one-half  is  saved.  .  .  .  Thus  while  for  eight, 
nine,  and  ten-year  periods  the  process  saves  about  80  per  cent  of  the 
coefficient,  it  falls  to  60  per  cent  on  the  one  side  for  six  years,  and  to 
45  per  cent  on  the  other  for  sixteen  years.^ 

With  this  large  proportion  of  the  amplitudes  of  pos- 
sible cycles  between  six  and  sixteen  years  in  length  pre- 
served by  the  process  of  ciuve  smoothing,  one  would 
suppose  that  the  author  would  have  been  eager  to  know 
whether  there  was  any  regularity  in  his  data.  But 
Professor  Poynting's  caution  led  him  to  stop  at  the  most 
interesting  phase  of  his  investigation.  The  Chairman  of 
the  meeting  of  the  Statistical  Society  at  which  the  paper 
was  read,  Sir  Rawson  W.  Rawson,  was  at  pains  specifi- 
cally to  point  out  that  '^  Professor  Poynting  did  not  sug- 
gest that  there  were  periods,  or  cycles  of  prices  or  of 
aiQ^hing  similar.  He  had  merely  adopted  a  ten  year's 
period  for  forming  an  average,  in  order  to  establish  a 
curve  for  the  examination  and  comparison  of  periodici- 
ties of  every  kind,  and  did  not  suggest  that  there  were 
periods,  or  cycles  of  prices,  or  anything  else." ' 

We  now  ask  the  definite  question:  Is  there  evidence 
that  cycles  in  the  yield  of  wheat  recurred  in  the  interval 


doted  orer  his  life-long  friend,  Kelvin  was  beard  to  say: '  St<Aes  is  gone,  and  I  shall 
never  return  to  Cambridge.*  "  Schuster  and  Shipley,  Britain's  Heritage  of  Soienee,  p. 
128. 

1  Journal  of  the  Royal  Statistioal  Society,  March,  1884,  pp.  M,  47. 

a  Ibid.,  p.  88. 
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from  1760  to  1875?  By  the  application  of  the  method  of 
the  periodogram  we  have  foimd  that  in  the  yield  per 
acre  of  the  leading  crops  in  the  United  States,  in  the 
United  Kingdom,  and  in  France,  there  are  cycles  of  ap- 
proximately eight  years,  and  these  eight-year  cycles  in 
the  three  countries  are  Efynchronons.  We  have  also 
found  that  the  prices  of  the  crops  in  the  United  States 
are  closely  correlated  with  the  yield  per  acre,  the  coeffi- 
cients of  correlation  ^  ranging  from  r=  —  .2tor=  —  .9 
and  averaging  r  =  —.7. 

It  would,  therefore,  seem  legitimate  to  assume  that  if 
there  were  cycles  in  the  price  of  wheat  in  England  from 
1760  to  1875  during  a  large  part  of  which  time  the  im- 
portation of  grain  was  restricted  in  consequence  either  of 
wars  or  of  com  laws,  then  there  were  cycles  of  like  period 
and  opposite  phase  in  the  yield  per  acre  of  the  crops. 

If  we  compute  a  sine  curve  with  a  period  of  eight 
years  for  the  Poynting  smoothed  index  numbers  of  the 
price  of  wheat,  which  are  given  in  Table  IV,  we  find 
(Figure  6)  that 

(1)  The  curve  fits  the  observations  surprisingly 
well  throughout  the  116  years  of  the  record  ex- 
cept for  the  interval  of  the  wars  of  the  French 
Revolution  and  the  Napoleonic  wars; 

(2)  The  eight-year  cycle  in  the  price  of  wheat,  in 
consequence  of  the  law  of  demand,  reveals  an 
eight-year  cycle  in  the  yield  per  acre  of  wheat 
continuous  with  the  eight-year  cycle  already 
established  for  the  crops  of  the  United  King- 
dom *  from  1884  to  1914.  The  continuity  of 
the  cycles  is  shown  in  Figure  6. 

(3)  The  cycles  in  the  yield  per  acre  of  the  crops 

1  "Generatinc  Csrdes  of  Products  and  PrioM,**  Quarterly  Journal  of  Eeonomkii 
Fabmary,  1921.  pp.  223.  220. 

s  Thfe  data  and  original  graph  for  th«  period  1884  to  1914  may  be  found  in  the  Joui^ 
aal  of  the  Boyal  Statiatkal  Society.  May.  1919.  pp.  884,  887. 
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from  1760  to  1913  generated  derived  cycles  in 
the  prices  of  organic  raw  materials  of  produc- 
tion which,  in  consequence  of  the  law  of  com- 
petitive price,  must  have  tended  to  induce 
eight-year  cycles  in  the  general  prices  of  com- 
modities; 
(4)   The  analysis  of  the  Sauerbeck  index  numbers 
shows  that,  as  a  matter  of  fact,  during  the 
century  for  which  the  Sauerbeck  numbers  are 
given,    1818-1913,   general   prices   did    pass 
through  cycles  of  approximately  eight  years. 
In  Figure  6  an  eight-year  cycle  is  fitted  to  the  residuals 
of  the  Sauerbeck  index  numbers.  We  found  in  our  anal- 
ysis of  the  Sauerbeck  residuals  that  the  equation  to  the 
indicated  cycle  of  8.73  years  was 

(360°  \ 

8:73'  +  ^> 
and  that  the  equation  to  the  indicated  cycle  of  7.38 

/360°  \ 

years  was  y  =  3.1  sin  [^^ '  "^  ^^'^ ).    The  eight-year 

cycle  which  is  representative  of  the  Sauerbeck  residuals 
in  Figure  6  was  constructed  from  these  two  equations  in 
the  following  way:  Its  period  of  eight  years  is  the  mean 

8.73+7.38 
of  the  periods  of  these  two  cycles =  8.05; 

the  ampUtude  of  the  eight-year  cycle  is  the  mean  of  the 
amplitudes  of  these  two  cycles,    '  =  3.45;  and 

the  phase  of  the  eight-year  cycle  is  the  mean  of  the 

9® +92** 

phases  of  the  two  cycles  — - —  =  50°  30'.   It  will  be 

£1 

seen  from  Figure  6  that  the  eight-year  cycles  in  the  cen- 
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tury  of  Sauerbeck's  index  numbers  were  approximately 
synchronous  with  the  corresponding  cycles  in  the  indi- 
cated yield  per  acre  of  the  British  crops.  The  eight- 
year  cycle  in  the  crops  is  proved  to  have  persisted 
througihout  nearly  the  whole  period  of  159  years  from 
1760  to  1918  (the  investigation  of  the  American  crops 
was  carried  througih  1918)  or  for  an  interval  of  twenty 
cycles  of  eigiht  years  in  length.  This  generating  eight- 
year  cycle  in  the  crops  induced  derived  cycles  of  prices 
which  are' reflected  and  verified  in  the  century  of  Sauer- 
beck index  nimibers  of  general  wholesale  prices. 

Henbt  Lxjdwell  Moore. 

CoLtTUBIA  UnIVXBSITT. 
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Table  I.  —  Sauebbkck's  Index  Numbebs  of  Gbnekal 

Wholesale  Peices 


Yetf 

Index 
Number 

Yetf 

Index 
Number 

Yeer 

Index 
Number 

Year 

Index 
Number 

1818 

142 

1842 

91 

1866 

102 

1890 

72 

1819 

121 

1843 

83 

1867 

100 

1891 

72 

1820 

112 

1844 

84 

1868 

99 

1892 

68 

1821 

106 

1845 

87 

1869 

98 

1893 

68 

1822 

101 

1846 

89 

1870 

96 

1894 

63 

1823 

103 

1847 

95 

1871 

100 

1895 

62 

1824 

106 

1848 

78 

1872 

109 

1896 

61 

1825 

117 

1849 

74 

1873 

111 

1897 

62 

1826 

100 

1850 

77 

1874 

102 

1898 

64 

1827 

97 

1851 

75 

1875 

96 

1899 

68 

1828 

97 

1852 

78 

1876 

95 

1900 

75 

1829 

93 

1853 

95 

1877 

94 

1901 

70 

1830 

91 

1854 

102 

1878 

87 

1902 

69 

1831 

92 

1855 

101 

1879 

83 

1903 

69 

1832 

89 

1856 

101 

1880 

88 

1904 

70 

1833 

91 

1857 

105 

1881 

85 

1905 

72 

1834 

90 

1858 

91 

1882 

84 

1906 

77 

1835 

92 

1859 

94 

1883 

82 

1907 

80 

1836 

102 

1860 

99 

1884 

76 

1908 

73 

1837 

94 

1861 

98 

1885 

72 

1909 

74 

1838 

99 

1862 

101 

1886 

69 

1910 

78 

1839 

103 

1863 

103 

1887 

68 

1911 

80 

1840 

103 

1864 

105 

1888 

70 

1912 

85 

1841 

100 

1865 

101 

1889 

72 

1913 

85 
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Table  II.  —  Resxtlts  of  Fouribr  Analysis  of  Saubbbeck's  Index 

NXTMBEBS  OF  GENERAL  WHOLESALE  PRICES.      I8I8-I913 


Di- 
vieor 

Period 

in 
Yean 

a 

b 

A« 

Di- 
visor 

13 

P«^riod 

in 
Yean 

a 

b 

A» 

1 

96.0 

-  3.46 

+10.60 

124.42 

7.4 

+3.12 

-  .11 

9.74 

2 

48.0 

+11.27 

-f  7.96 

190.40 

14 

6.9 

+2.12 

+1.77 

7.62 

3 

32.0 

-f  1.08 

-f-  .76 

1.73 

15 

6.4 

+  .61 

+  .17 

.41 

4 

24.0 

-f-  2.96 

-f-  .70 

9.17 

16 

6.0 

+1.67 

+  .29 

2.86 

5 

19.2 

-f  4.18 

-f-  3.28 

28.23 

17 

5.6 

+  .88 

+  .72 

1.30 

6 

16.0 

-  1.08 

+  3.46 

13.13 

18 

5.3 

+  .59 

+2.03 

4.48 

7 

13.7 

-f  .78 

-f  .76 

1.19 

19 

5.0 

+  .04 

+  .66 

.44 

8 

12.0 

-f-  1.85 

-f-  .73 

3.95 

20 

4.8 

+  .29 

+  .75 

.65 

9 

10.7 

-f-  1.18 

-  .02 

1.40 

21 

4.6 

+1.38 

+  .48 

2.14 

10 

9.6 

-f-  2.00 

-  .92 

4.86 

22 

4.4 

+  .03 

+1.64 

2.68 

11 

8.7 

-f  .61 

-f-  3.76 

14.52 

23 

4.2 

+  .80 

+  .63 

1.03 

12 

8.0 

+  1.36 

-  .51 

2.12 

24 

4.0 

+  .30 

-  .10 

.10 

Table  III.  —  RssmuALs  of  Sauerbeck's  Index  Numbers 
OF  General  Wholesale  Prices 


Year 

Reddual 

Year 

Reiidual 

Year 

Rendual 

Year 

Rflddual 

1818 

+42.4 

1842 

-  1.2 

1866 

+  3.9 

1890 

+  7.7 

1819 

+17.7 

1843 

-  5.7 

1867 

+  1.2 

1891 

+  8.5 

1820 

+  5.5 

1844 

-  0.9 

1868 

-  1.0 

1892 

+  5.2 

1821 

-  2.6 

1845 

+  5.3 

1869 

-  3.2 

1893 

+  5.2 

1822 

-  8.4 

1846 

+  9.7 

1870 

-  6.6 

1894 

-  0.5 

1823 

-  6.3 

1847 

+17.0 

1871 

-  2.8 

1895 

-  2.4 

1824 

-  1.7 

1848 

+  0.2 

1872 

+  5.9 

1896 

-  4.7 

1825 

+11.6 

1849 

-  4.8 

1873 

+  8.2 

1897 

-  5.3 

1826 

-  2.4 

1850 

-  4.1 

1874 

+  0.3 

1898 

-  5.0 

1827 

-  2.4 

1851 

-  9.0 

1875 

-  4.3 

1899 

-  2.5 

1828 

+  0.4 

1852 

-  9.5 

1876 

-  3.3 

1900 

+  3.2 

1829 

-  1.3 

1853 

+  3.7 

1877 

-  1.9 

1901 

-  2.9 

1830 

-  1.8 

1854 

+  7.3 

1878 

-  6.3 

1902 

-  4.5 

1831 

-  0.4 

1855 

+  2.5 

1879 

-  7.5 

1903 

-  4.7 

1832 

-  3.6 

1856 

+  1.0 

1880 

+  0.5 

1904 

-  4.1 

1833 

-  2.8 

1857 

+  3.6 

1881 

+  0.3 

1905 

-  2.4 

1834 

-  5.6 

1858 

-10.9 

1882 

+  2.0 

1906 

+  2.1 

1835 

-  5.3 

1859 

-  7.9 

1883 

+  2.7 

1907 

+  4.1 

1836 

+  3.0 

1860 

-  2.1 

1884 

-  0.7 

1908 

-  4.4 

1837 

-  6.2 

1861 

-  2.2 

1885 

-  2.4 

1909 

-  5.8 

1838 

-  1.5 

1862 

+  1.8 

1886 

-  2.9 

1910 

-  4.8 

1839 

+  8.2 

1863 

+  4.8 

1887 

-  1.7 

1911 

-  6.5 

1840 

+  4.9 

1864 

+  7.2 

1888 

+  2.3 

1912 

-  5.7 

1841 

+  4.5 

1865 

+  8.3 

1889 

+  6.1 

1913 

-10.2 
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Table  IV.  —  Potntino  Indbz  Nxtmbbbs  of  the  Prigb  of 

Wheat  Peb  Quabteh  in  England  fbom  1760  to  1875. 

Mie  ■■  Tbn-Yeab  Avbbagb  of  the  Abbolxtte  Pbicbs  of  Whkat 

M4  »  Foub-Yeab  Avebaqe  of  the  Absolute  Pbices  of  Whkat 


Yew 

Pa^tanc 

Indez 

M«/Mm 

Yew 

Poynting 

Index 

M«/Mu 

Yew 

Fojmtinc 
Index 
M«/Mu 

Yew 

1760 

82.3 

1789 

106.0 

1818 

116.6 

1847 

111.6 

1761 

82.2 

1790 

98.6 

1819 

103.6 

1848 

108.6 

1762 

92.1 

1791 

90.0 

1820 

87.9 

1849 

84.2 

1763 

98.1 

1792 

87.1 

1821 

82.6 

1860 

75.9 

1764 

101.8 

1793 

98.1 

1822 

86.2 

1851 

78,0 

1766 

111.6 

1794 

110.7 

1823 

96.0 

1862 

64.8 

1766 

112.9 

1796 

102.3 

1824 

103.3 

1863 

112.9 

1767 

104.8 

1796 

91.9 

1826 

106.0 

1864 

126.4 

1768 

101.4 

1797 

86.4 

1826 

101.7 

1865 

124.6 

1769 

94.3 

1798 

97.0 

1827 

98.6 

1866 

108.5 

1770 

93.3 

1799 

117.4 

1828 

100.9 

1867 

92.2 

1771 

100.2 

1800 

121.1 

1829 

107.0 

1868 

86.8 

1772 

107.7 

1801 

117.8 

1830 

111.7 

1869 

91.4 

1773 

110.7 

1802 

98.4 

1831 

107.8 

1860 

103.0 

1774 

106.3 

1803 

86.7 

1832 

100.2 

1861 

107.7 

1776 

103.8 

1804 

86.7 

1833 

87.6 

1862 

99.2 

1776 

98.3 

1806 

91.3 

1834 

82.3 

1863 

88.8 

1777 

90.6 

1806 

99.7 

1836 

83.3 

1864 

85.3 

1778 

88.9 

1807 

96.4 

1836 

91.9 

1866 

96.2 

1779 

89.2 

1808 

97.6 

1837 

106.8 

1866 

107.2 

1780 

93.9 

1809 

101.7 

1838 

114.2 

1867 

110.0 

1781 

104.8 

1810 

116.8 

1839 

117.0 

1868 

105.8 

1782 

113.6 

1811 

120.3 

1840 

111.4 

1869 

99.3 

1783 

111.0 

1812 

108.8 

1841 

101.6 

1870 

95.5 

1784 

101.7 

1813 

100.3 

1842 

92.9 

1871 

101.0 

1786 

91.6 

1814 

89.8 

1843 

89.4 

1872 

106.5 

1786 

89.1 

1816 

90.0 

1844 

92.4 

1873 

104.7 

1787 

96.3 

1816 

97.8 

1846 

106.1 

1874 

96.4 

1788 

104.2 

1817 

111.3 

1846 

111.1 

1876 

99.8 

FUNDAMENTAL  PROBLEMS  OF  FEDERAL 

INCOME  TAXATION 

SUMMARY 

The  problem:  what  is  the  sound  and  enduring  solution  of  the  tax 
problem?  I.  The  surtaxes.  (1)  The  surtaxes  excessive.  Their  declin- 
ing yield,  529.  —  (2)  Tax-free  securities,  590.  —  (3)  Can  the  leaks  be 
stopped,  532.  —  (4)  Tax  morality,  536.  —  (5)  Theory  of  surtaxes,  537. 

—  (6)  The  scientific  solution,  539.  —  The  immediate  solution,  540.  — 
II.  Income  taxes  on  corporations  and  business.  (8)  The  income  tax 
as  a  producer's  or  business  tax,  541.  —  (9)  Relation  between  personal 
and  business  income  taxes,  542.  —  (10)  The  proposed  corporation  sur- 
tax, 544.  ~  III.  Basis  of  the  Business  Tax,  548.  —  (11)  Shifting,  548. 

—  (12)  Simplicity  versus  equity,  551. 

The  strain  of  war  and  reconstruction  has  severely 
tested  the  income  tax,  and  has  brought  into  high  relief 
both  its  virtues  and  its  defects.  It  has  proved  elastic 
and  marvelously  productive.  At  the  outbreak  of  the 
World  War  (in  the  fiscal  year  1914)  the  income  tax,  per- 
sonal and  corporate,  was  producing  about  $70,000,000  a 
year,  less  than  10  per  cent  of  the  ordinary  receipts;  and 
at  the  close  of  the  fiscal  year  1917  its  yield  had  been  in- 
creased, by  easy  stages,  to  $387,382,343,^  or  nearly  one- 
third  of  the  ordinary  receipts.  Then  with  our  entrance 
into  the  war,  it  showed  its  real  possibilities.  The  collec- 
tions of  income  and  profits  taxes  in  the  fiscal  year  1918 
ran  to  $2,839,027,938  (68  per  cent  of  the  ordmary 
receipts),  and  two  years  later  to  $3,956,936,003.  In 
essentials  the  tax  responded  superbly,  when  brought  to 
the  test.  It  was  paid,  during  the  war,  without  wholesale 
remissions  or  postponements,  without  causing  acute  dis- 
tress and  without  violent  complaint. 

1  Tndortim  tht  mimitinin  nuuiuiaetiiran*  tez  and  ctcni  pioflu  taaet  unonntiBg  to 
$87,170. 
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With  the  cessation  of  war  and  the  appeaiance  of  in- 
dustrial depression,  however,  the  situation  has  changed. 
In  order  to  prevent  the  heavy  rates  from  actually  bank- 
rupting taxpayers,  a  great  number  of  complicated  de- 
vices have  been  introduced,  so  that  the  statute  is 
understandable  only  by  experts,  and  the  making  of 
returns  (troublesome  to  everyone)  requires  in  the  case 
of  large  busmess  concerns  laborious  readaptation  of 
accounts  and  usually  the  employment  of  expert  aid. 
These  complexities  have  in  turn  swamped  the  adminis- 
trative machine,  and  the  burden  of  the  tax  has  been 
aggravated  by  imcertainty  arising  from  delay  in  the 
examination  and  audit  of  returns.  ''The  taxpayer  is 
never  through."  He  never  knows  when  he  may  be 
visited  with  a  large  demand  for  back  taxes.  These 
and  other  factors  have  greatly  stimulated  avoidance, 
not  to  say,  evasion  of  the  tax.  Revenues  have  been  fall- 
ing off,  particularly  the  collections  from  richer  tax- 
payers. It  is  estimated,  for  example,  that  taxpayers 
subject  to  the  personal  tax,  with  incomes  over  $100,000, 
who  reported  net  income  of  $1,606,516,153  for  1917, 
returned  approxhnately  only  $600,000,000  for  1920. 
And  the  shrinkage  in  1921  is  likely  to  be  even  greater. 

Plainly,  there  is  ''something  the  matter  with  the  in- 
come tax."  About  the  necessity  of  thoroly  revising  the 
income  tax  law  at  this  session  of  Congress  there  is  gen- 
eral agreement.  But  what  are  the  deeper  defects,  to 
what  extent  and  in  what  way  can  they  be  corrected? 
To  what  extent  is  it  hopeless  to  look  for  a  real  remedy? 
And  finally,  are  the  incurable  defects  so  grave  that  we 
should  seek  a  substitute  more  promising  —  or  less  re- 
pulsive? 

To  questions  of  this  tjrpe  the  following  discussion 
is  addressed.  It  has  in  view  the  very  practical  end  of 
contributing,  if  possible,  to  a  sound  and  enduring  solu- 
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tion  of  the  tax  problem  which  now  confronts  Congress. 
No  attempt  has  been  made  to  consider  minor  questions. 
It  need  hardly  be  said  that  the  views  and  opinions  ex- 
pressed are  pm^ly  personal. 


The  Subtaxes 

1.  Excessive  surtax  rates.  The  key  to  tax  revision  — 
and  at  once  the  simplest  and  most  difiScult  tax  problem 
before  Congress  —  is  the  proper  fixation  of  the  upper 
surtax  rates.  It  is  charged  that  those  rates  are  excessive, 
that  they  practically  force  wealthier  taxpayers  to  avoid 
or  evade  the  tax,  that  their  yield  is  shriiUdng  rapidly, 
and  that  the  cuirent  of  free  investment  funds  has  been 
diverted  from  railway  and  industrial  bonds  to  tax-free 
securities,  with  consequent  repression  of  private  enter- 
prise and  a  corresponding  fillip  to  mimicipal  and  state 
enterprise. 

The  last  charge  impresses  the  writer  as  exaggerated; 
but  the  remainder  seem  amply  supported  by  the  evi- 
dence. The  revenue  agents  and  other  tax  officials  who 
examine  the  accounts  of  wealthier  taxpayers,  the  bank- 
ers and  lawyers  who  advise  them,  the  accountants  and 
tax  consultants  who  prepare  their  returns  for  them,  all 
agree  —  with  substantial  unanimity  so  far  as  I  have 
been  able  to  learn  —  that  in  large  measure  the  wealthier 
taxpayers  are  in  one  way  or  another  avoiding  the  upper 
surtaxes. 

Income  tax  statistics  confirm  the  charges,  altho  they 
are  hardly  complete  enough  to  prove  them.  The  prin- 
cipal figures  are  grouped  in  the  tabular  statements  be- 
low. Between  1916  (when  rates  were  low)  and  1918 
when  the  war  rates>  were  in  fidl  effect,  the  number  of 
returns  and  the  aggregate  amount  of  net  income  in- 
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creased  greatly.^  But  the  income  of  the  veiy  rich  (as 
illustrated  by  incomes  of  more  than  $300,000)  reported 
for  purposes  of  taxation,  fell  off  in  a  way  which  can 
hardly  be  otherwise  explained  than  as  a  result  of  avoid- 
ance through  the  devices  described  below.  It  has  been 
asserted  that  the  actual  incomes  of  the  rich,  particularly 
dividends,  decreased  in  1918.  But  this  assertion,  which 
may  be  true  in  minor  part,  does  not  explain  the  shrink- 
age of  interest  income  among  the  very  rich,  nor  the 
rapidity  of  the  decline  in  their  dividend  income.  Divi- 
dends may  have  been  slightly  smaller  in  1918  than  in 
1917,  but  not  46  per  cent  smaller  (as  among  the  veiy 
rich),  except  as  a  result  of  transferring  investm^its  into 
tax-free  securities,  spUtting  up  fortunes  by  gifts,  incor- 
porating personal  holdings  of  property,  and  in  general 
utilizing  the  means  by  which  taxable  income  may  be 
greatly  reduced  below  actual  income. 

2.  Tascrfree  securities.  There  is  no  reason  to  believe 
that  the  shrinkage  in  the  yield  of  the  upper  surtaxes  is 
ascribable  principally  to  the  baleful  influence  of  the  tax- 
free  bonds.  Whilst  wealthy  men  have  imquestionably 
transferred  large  sums  from  taxable  investments  to  this 
tax-exempt  field,  the  weight  of  the  testimony  is  to  the 
effect  that  the  other  factors  and  devices  noted  hereafter 
are  in  the  aggregate  responsible  for  more  '^ avoidance" 
than  investment  in  tax-free  bonds.  And  it  is  not  at  all 
necessary  that  there  shall  be  outstanding  enough  tax- 
free  securities  to  absorb  all  of  the  transferable  wealth  of 
the  very  rich,  in  order  that  the  tax-free  security  should 
do  its  deadly  work.  It  makes  very  little  difference 
whether  there  are  eight  or  eighteen  billions  of  '^  tax- 
exempts"  outstanding,  altho  it  is  known  that  the  aggre- 

1  Partly  and  perhaps  chiefly  due  to  a  reduotloii  of  the  personal  exemptions  between 
1016  and  1017.  The  increase  between  1017  and  1018,  however,  is  not  due  to  ohancea  in 
the  law;  and  it  is  practically  certain  that  the  actual  aggxecate  net  income  (as  disAiii- 
guished  from  that  reported  for  income  taxation)  did  increase  between  1016  and  1017. 
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gate  exceeds  the  lower  figure.  What  is  certain  is  that 
the  quantity  is  ample  to  accommodate  all  the  invest- 
ments of  the  very  rich  who  cannot  reduce  their  surtaxes 
hy  some  of  the  other  devices  available. 
!!}  However,  statistics  and  extended  argument  on  this 
point  seem  to  the  writer  superfluous.  The  essential  fact 
is  that  tax-free  bonds  of  the  best  class  can  be  purchased 
in  large  volume  at  a  price  to  yield  5  per  cent  a  year,  or 
more,  and  that  a  taxpayer  subject  to  the  maximum  73 
per  cent  rate  would  have  to  secure  from  an  industrial 
security  or  other  taxable  property  more  than  18  per  cent 
to  make  the  taxable  investment  as  profitable  as  the  tax- 
less investment.  In  Wisconsin,  where  the  maximum 
state  income  tax  now  exceeds  13  per  cent,  a  taxpayer 


t  Contains  certain  profits  and  business  income  of  fiduciaries  not  classified  under 
**  interest  and  investment  income  "  for  1917  and  1918.  The  **  interest  and  investment  in- 
come'* for  1916  should  probably  not  exceed  $1,000,000,000  for  '*  aU  dasees"  and  $140r 
000.000  for  "incomes  over  $300,000." 
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subject  to  the  highest  state  and  federal  rates  would 
have  to  receive  36  per  cent  from  a  taxable  investment  to 
make  it  as  productive  as  a  5  per  cent  tax-exempt  bond. 
Such  a  possibility  alone  is  enough  to  destroy  in  the  long 
run  the  potency  of  a  65  per  cent  siutax.  While  wealthy 
investors  can  make  from  5  to  6  per  cent  on  their  money 
with  the  best  security  and  with  little  or  no  liability  to 
taxation,  it  seems  idle  to  suppose  that  they  will  vol- 
untarily embark  in  investments  ordmarUy  accompanied 
by  more  risk,  which  will  yield  after  payment  of  the  tax 
much  less  than  5  per  cent. 

3.  Can  the  leaks  be  stopped?  Is  it  practicable  so  to 
amend  the  law  that  wealthier  taxpayers  will  be  com- 
pelled to  pay  the  surtaxes  imposed  by  law?  As  a  prac- 
tical matter,  it  seems  plain  that  a  negative  answer  must 
be  given. 

(a)  Take  first  the  haven  of  refuge,  the  outstanding 
state  and  municipal  bonds.  For  the  far  future  nothing  is 
more  important  than  the  closing  of  this  refuge.  But  it 
will  require  an  amendment  to  the  Federal  Constitution, 
the  ratification  of  which  will  consume  considerable  time; 
and  it  would  be  neither  just  nor  politically  possible  to 
make  the  amendment  apply  to  the  now  outstanding 
state  and  municipal  bonds.  In  short,  this  avenue  of 
avoidance  must  remain  open  for  ten  or  fifteen  years  at 
least. 

Theoretically,  this  evil  could  be  mitigated  at  once, 
by  applying  the  surtax  rates  to  the  entire  income  includ- 
ing tax-free  interest  and  then  deducting  a  proportion  of 
the  tax  equal  to  the  proportion  of  the  entire  income 
which  is  so  exempt  (as  has  been  repeatedly  recom- 
mended by  the  Treasury  Department  in  the  past).  An 
even  simpler  but  more  drastic  remedy  would  be  to  con- 
strue the  tax-free  income  as  exempt  from  the  lower 
brackets  of  the  surtax  —  not  from  the  top  brackets  as 
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at  present.  But  these  proposals  have  been  repeatedly 
rejected  by  the  two  Congressional  conunittees  in  charge 
of  tax  legislation.  They  regard  them  as  complex  and 
of  doubtful  constitutionality,  and  they  probably  have 
little  real  chance  of  adoption. 

(6)  Many  rich  men  escape  surtaxes  by  incorporating 
their  property,  the  holding  corporation  receiving  the  in- 
come and  distributing  to  the  owner  only  such  part  of  the 
income  as  the  latter  desires  to  spend.  The  rate  of  the 
coiporation  income  tax  is  only  10  per  cent.  Where  the 
yield  upon  the  investment  does  not  exceed  8  per  cent, 
there  is  no  excess-profits  tax  to  pay. 

The  federal  income  tax  has  contained  since  1916  a 
rather  harsh  provision  aimed  at  taxpayers  who  avail 
themselves  of  the  corporate  form  of  organization  in 
order  to  avoid  surtaxes;  but  this  provision  —  now  foimd 
in  Section  220  of  the  Revenue  Act  of  1918  —  is  prac- 
tically a  dead  letter,  and  has  been  so  from  its  inception. 
It  requires  (probably)  the  government  to  prove  an  in- 
tent to  evade.  Some  idea  of  the  character  of  this  prob- 
lem may  be  gathered  from  the  fact  that  the  worst  cases 
of  this  kind  which  have  come  to  my  attention  —  i.  e., 
cases  where  the  largest  amoimts  of  surtax  were  avoided 
—  are  cases  in  which  the  coiporation  was  formed  before 
the  adoption  of  the  16th  Amendment.  The  one-man  or 
'^ personal"  coiporation  which  serves  as  the  means  of 
avoidance  imder  discussion  is  innocent  enough  in  itself 
and  is  an  obviously  desirable  form  of  business  organizar 
tion  for  certain  purposes.  Congress  is  not  likely  to  out- 
law it. 

(c)  To  an  even  greater  extent  rich  men  have  recently 
divided  their  property  by  gift,  conveying  it  usually  to 
members  of  the  family  and  so  dividing  the  former  in- 
come into  several  parts.  Practically  the  same  result 
(for  present  purposes)  is  reached  in  a  niunber  of  south- 
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em  and  western  states  by  the  community-property 
laws  which  bring  about  a  division  of  the  ordinary  family 
income  between  husband  and  wife. 

These  are  major  evils  which^  theoretically,  could  be 
remedied  rather  easily.  Gifts  could  be  made  subject  to 
the  income  or  estate  tax;  or  the  difference  between  the 
original  cost  and  the  value  of  the  gift  when  transferred 
to  the  donee  might  possibly  be  taxed  either  to  donor  or 
donee.    (If  neither  is  done  the  gift  should  certainly  be 
valued  in  the  hands  of  the  donee  on  the  basis  of  its 
original  cost  to  the  donee,  for  the  purpose  of  computing 
profit  or  loss  in  case  of  subsequent  sale  by  the  donee.) 
And  the  commimity-property  problem  could  be  solved, 
along  with  a  nxmiber  of  minor  evils,  by  making  family 
income  the  basis  of  the  tax,  as  is  done  in  Wisconsin. 
Some  action  along  these  lines  will  possibly  be  taken. 
It  is  sorely  needed.   But  it  would  be  rash  to  conclude 
that  all  these  holes  will  be  effectively  stopped. 

{d)  Much  income  has  been  wiped  out  by  the  volun- 
tary taking  (through  sale)  of  losses  on  securities,  the 
taxpayer  holding  assets  which  have  appreciated  and 
selling  those  which  have  depreciated  in  value  since  their 
acquisition.  Further,  a  nimiber  of  wealthy  men  have 
deliberately  placed  large  sums  of  money  in  promising 
but  improductive  investments,  the  yield  from  which 
will  be  realized  at  some  future  date  when  they  hope 
that  tax  rates  will  be  lower. 

The  latter  device  is  probably  not  an  important  source 
of  leakage,  and  I  see  no  reason  why  an  attempt  to  block 
it  should  be  made.  The  former  raises  the  whole  question 
of  the  expediency  of  taxing  gains  derived  or  recognizing 
loss  sustained  from  the  sale  of  capital  assets.  XJnfor- 
timately,  the  two  go  together.  We  can  disallow  deduc- 
tion for  the  losses,  if  we  are  willing  to  exempt  the  gains; 
but  it  is  very  unlikely  that  Congress  will  go  back  to  the 
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old  rule  of  taxing  the  gains  and  ignoring  the  losses,  or  of 
allowing  the  losses  only  to  the  extent  of  the  correspond- 
ing gains.  In  the  opinion  of  the  writer  capital  gains  and 
losses  should  be  recognized  for  purposes  of  the  normal 
tax,  and  excluded  for  purposes  of  the  surtax.  This  is 
tantamount  to  a  substantial  limitation  of  the  tax  on 
capital  gains,  a  solution  of  the  problem  which  has  been 
urged  by  many  able  students  of  federal  taxation. 

(e)  There  can  be  little  doubt  that  both  among  cor- 
porations and  other  taxpayers,  the  extreme  war  rates  of 
the  excess-profits  and  income  taxes  have  been  respon- 
sible for  much  extravagant  and  doubtful  expenditure. 
A  partnership  whose  members  were  subject  ''at  the 
top "  to,  say,  a  65  per  cent  tax,  could  spend  money  for 
advertising  or  in  wage  bonuses  at  a  net  cost  to  the  part- 
nership of  only  35  cents  on  the  dollar.  And  among  tax- 
payers not  engaged  in  business,  the  higher  surtaxes  have 
in  some  cases  stimulated  extravagant  personal  expendi- 
tures, altho  these  expenditures  could  not  be  treated  as 
"deductions." 

Here  again,  a  limit  could  be  placed  on  abnormal  ex- 
penditures for  advertising,  the  taxpayer  being  required 
to  charge  the  excess  over  the  ordinary  annual  expen- 
diture to  capital  accoimt.  And  deductions  for  wage 
bonuses  could  be  denied,  as  imder  the  eariier  income 
tax  laws.  But  the  one  remedy  is  difficult  and  the  other 
unwise;  and  no  remedy  can  prevent  excessive  rates  from 
discouraging  saving. 

Survejdng  all  these  leaks  and  the  proposed  methods  of 
stopping  them,  it  is  reasonably  certain  that  they  cannot 
all  be  adopted.  Several  are  of  doubtful  constitutionality 
and  one  or  two  savor  of  legislative  desperation.  ''Hard 
cases  make  bad  laws.''  Restoration  to  health  is  not  to 
be  found  in  the  desperate  remedies  that  kill  or  cure.  It 
is  to  be  found  in  a  return  to  bearable  and  enforceable 
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rates.  Consideriiig  the  morale  of  the  taxpayer,  as  it  is 
now  and  as  it  can  be  made  in  the  next  few  years,  the 
voliune  of  tax-free  securities  outstanding,  the  weakness 
of  the  administrative  machine,  and  the  years  that  will 
be  required  to  perfect  it,  the  simple  truth  is  that  we  are 
overburdening  the  income  tax.  Nothing  is  more  oon>- 
mon  in  the  history  of  taxation  than  the  demoralization 
of  what  has  been  a  good  tax,  as  taxes  go,  by  increasing 
its  rates  imtil  the  breaking  point  is  reached. 

4.  Tax  morality.  It  should  never  be  forgotten  that 
the  income  tax  rests  for  its  success  primarily  upon  the 
honesty  of  the  taxpayer.  If  taxpayers  generally  desire 
to  destroy  or  falsify  records,  it  is  in  my  opioion  prac- 
tically impossible  to  prevent  it.  The  morale  of  the  tax- 
payer may  be  depended  upon  so  long  as  the  rates  do  not 
''reach  his  price.''  But  when  the  tax  takes  more  than 
one-half  of  the  income  the  honesty  of  the  taxpayer  be- 
yond doubt  begins  to  crumble.  In  my  opinion,  except  in 
time  of  war  or  emergency,  it  b^ins  to  crumble  when  it 
takes  more  than  one-third  of  the  income.  All  other 
aspects  of  the  question  are  more  or  less  insignificant 
compared  to  this.  Extreme  rates  disintegrate  the  very 
foimdation  of  the  tax.  It  is  well  to  remember  that  the 
favorable  opinion  of  the  income  tax  which  has  been 
created  in  the  last  generation  or  two  rests  for  the  most 
part  upon  experience  with  income  taxes  which  did  not 
exceed  6  per  cent.  When  the  Wisconsin  income  tax 
with  a  maximum  rate  of  6  per  cent  was  adopted  in  1911, 
it  was  regarded  as  an  experimental  and  in  many  respects 
as  an  extreme  tax.  The  world  has  had  no  experience 
over  any  considerable  period  of  time  with  national  in- 
come taxes  canying  rates  in  excess  of  12  or  15  per  cent. 
It  must  be  remembered,  also,  that  the  failure  of  the 
property  tax  in  its  application  to  securities  and  like  in- 
tangibles was  for  years  ascribable  to  the  fact  that  such  a 
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tax,  if  imposed,  would  take  away  30  or  40  per  cent  of  the 
income  derived  from  the  security.  That  explanation 
was,  I  believe,  correct.  American  taxpayers  in  times  of 
peace  will  not  pay  taxes  of  more  than  25  or  30  per  cent 
unless  they  are  forced  to  do  so  —  and  in  the  case  of  in- 
come taxation,  there  is  no  successful  way  of  compelling 
them. 

5.  Theory  of  surtaxes.  The  evil  of  the  upper  surtaxes 
appears  particularly  in  their  effect  upon  savings  and 
investment.  They  are  extreme  when  appUed  to  income 
devoted  to  personal  expenditures;  they  are  next  to  im- 
possible when  applied  to  the  gains  which  frequently 
result  from  a  mere  change  of  investment  or  to  the  im- 
distributed  profit  of  business  concerns  which  embodies 
itself  in  increased  inventories  and  extension  of  plant. 
The  whole  history  of  the  war  surtaxes  proves,  in  the 
most  practical  and  concrete  way,  the  truth  of  two  fim- 
damental  scientific  principles  with  which  economists 
have  long  been  familiar.  First  of  all,  the  income  tax  is 
essentially  a  different  thing  as  it  applies,  respectively, 
to  the  consumer  and  to  the  producer.  The  surtaxes 
represent  par  excellence  the  personal  or  consumer's  in- 
come tax.  This  point  is  discussed  below.  The  other 
scientific  principle,  usually  expressed  in  the  statement 
that  the  income  tax  should  not  apply  to  savings,  has 
been  made  familiar  by  Mill,^  and  in  more  elaborate  form 
by  Irving  Fisher.* 

As  a  matter  of  law  and  words  —  the  meaning  of  the 
word  "income"  —  both  authorities  are  in  my  opinion 
wrong;  and  this  question  for  the  people  of  the  United 
States  has  now  been  settled  by  the  recent  decision  of  the 
Supreme  Court  in  the  case  of  Merchants  Loan  and 
Trust  Company  v.  Smietanka.    Moreover,  as  shown 

>  PoliUeal  Economy,  Bk.  V,  ohap.  ii,  parmcr»i>h  4. 

>  Nature  of  Capital  and  Income,  chap,  ziv,  paracraphs  10-42,  and  Appendix  to 
chap,  av,  paracrapha  2,  3. 
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hereafter,  their  conclusions  do  not  hold  for  the  income 
tax  as  a  business  or  producers  tax;  and  even  for  the  per- 
sonal income  tax  they  are  too  baldly  stated.  Their  align- 
ments justify  partial  rather  than  complete  exemption  of 
savings.   As  explained  by  Mill,  for  instance,  the  justi- 
fication for  the  exemption  of  savings  rests  upon  his  well- 
known  distinction  between  productive  and  unproductive 
expenditure.   And  Professor  Fisher's  analysis  turns  on 
the  assumption  that  whereas  income  which  is  saved  and 
reinvested  is  productive,  i.  e.,  yields  fiuther  income, 
income  which  is  "spent"  does  not  yield  further  income. 
Professor  Fisher  refers  to  the  spender  as  a  '^spend- 
thrift."  This  absolute  contrast  or  distinction  between 
saving  and  spending  contains  an  indefinite  but  real 
error  (which,  I  fancy,  was  recognized  tho  not  expressed 
by  the  two  writers).  Much  so-called  personal  expendi- 
ture is  saving  of  the  truest  kind.   Money  spent  wisdy 
for  education,  for  health,  in  travel,  on  vacations,  in 
paying  golf  fees  rather  than  doctor's  fees,  or  even  money 
spent  for  dress  which  increases  the  earning  capacity  of 
the  spender,  is  in  reality  expenditure  on  capital  accoimt, 
for  the  increase  of  personal  capital.  Per  contra,  saving 
or  investment  in  many  cases  gives  a  personal  satisfac- 
tion; it  is  an  end  in  itself  akin  to  ordinary  consumption. 
It  is  frequently,  in  Professor  Fisher's  phrase,   "the 
desirable  event  which  occurs  by  means  of  wealth  and 
for  the  sake  of  which,  consequently,  that  wealth  is 
valued."   In  short,  scientiQc  theory  justifies  not  com- 
plete exemption,  but  rather  some  light  or  moderate 
taxation  of  saved  income,  when  the  needs  of  the  Treas- 
ury require  it.    But  despite  these  and  perhaps  other 
minor  modifications,  recent  experience  amply  confirms 
the  fimdamental  economic  expediency  and  logic  of  the 
attack  on  the  taxation  of  savings  under  a  personal 
income  tax. 
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6.  The  scientific  solution.  Both  economic  theory  and 
experience  thus  point  to  the  partial  or  complete  exemp- 
tion of  saved  income  or  to  a  tax  on  expenditures,  as  the 
principal  solution  of  this  problem  m  the  long  run.  For 
the  short  run,  as  the  most  available  psychological  or 
political  means  of  securing  an  adequate  reduction  of  the 
surtaxes  under  present  conditions,  there  is  much  to  be 
said  for  the  proposed  limitation  (to  say  20  per  cent)  of 
the  surtaxes  on  income  saved  and  reinvested  in  securities 
or  other  property  yielding  taxable  income.^  But  in  the 
long  run  such  procediu^  would  be  too  complex  in  my 
opinion  for  successful  administration;  and  I  am  now 
inclined  to  believe  that  a  tax  upon  expenditures  offers 
the  best  solution,  altho  no  final  opinion  can  be  expressed 
until  a  draft  containing  the  details  of  such  a  tax  has 
been  worked  out.  However,  at  present,  I  can  see  no 
grave  difficulties  in  the  proposal,  and  its  practical  ad- 
vantages would  be  very  great.  The  taxpayer  and  the 
government  both  would  be  spared  the  great  difficulty  of 
determining  depreciation,  depletion,  amortization,  and 
all  those  difficult  items  of  estimated  expenses  which  rest 
upon  valuation  and  judgment.  The  inventory  problem 
would  disappear.  Most  of  all  we  should  avoid  the 
difficulty  presented  by  the  tax-free  bond. 

The  tax  on  expenditures  would,  of  course,  present  its 
own  peculiar  problems.  There  is  some  little  question 
about  its  constitutionality.  It  would  be  necessary  to 
draw  a  line  between  personal  expenditure  and  expen- 
ditures for  profit.  Expenditures  made  on  '^  gentlemen's 
farms  "  and  shooting  preserves;  real  estate  taxes  paid  on 
farms  and  homes,  would  raise  nice  questions.  Obviously 
such  a  tax  could  not  serve  as  the  principal  tax  on  busi- 


>  Explanation  and  diiiwiwion  oi  the  d«taik  may  be  found  in  T.  8.  Adams,  Needed 
Tkz  Reform  in  the  United  SUtee,  pp.  11-13, 30, 81;  Annual  Beport  of  the  Seeretaiy  d 
the  Treaaujy.  1920,  pp.  33,  34,  37.  38;  Beport  of  the  Tax  Commitiee  of  the  National 
Industrial  Conference  Board,  Special  Beport  Na  18,  pp.  85-88. 
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ness.  We  shall  probably  keep  a  flat  or  normal  income 
tax  both  on  individuals  and  coiporations  to  satisfy  the 
tax  obligations  of  producers  and  earners.  But  for  ibe 
determioation  of  surtaxes,  expenditure  appears  to  oflFer 
a  sound  theoretical  and  practical  basis.  The  $5,000 
exemption,  which  would  presumably  be  retained,  would 
take  care  of  most  of  the  deductions  about  which  debate 
would  center.  Expenditures  for  medicine,  doctor^s  bills 
and  education  of  children,  along  with  'Hhe  rninimiiTn  of 
subsistence,"  should  be  specifically  exempt.  The  tax 
could  not  be  made  applicable  to  the  expenditures  for  the 
year  1921,  but  might  easily  be  put  into  effect  beginning 
with  the  calendar  year  1922.^ 

7.   The  immediate  soltUion.   As  a  question  of  imme- 
diate legislation,  however,  the  best  remedy  is  probably 
the  simplest  remedy,  i.  e.,  a  sharp  limitation  of  the  sur- 
taxes to  a  maximiun  rate  that  would  permit  wealthy 
taxpajrers  to  invest  in  taxable  securities,  and  which 
would  stimulate  or  start  the  great  volume  of  profit- 
taking  which  has  been  held  up  by  existing  tax  rates.  It 
is  vitally  important  that  this  maximum  rate  be  fixed 
low  enough  to  produce  the  desired  results.    It  would 
probably  be  a  mistake  to  cut  off  the  tail  by  inches.  It  is 
commonly  said  in  Washington  that  it  will  be  impossible 
to  reduce  the  maximum  surtax  below  40  per  cent.   Per- 
sonally I  am  in  grave  doubt  whether  any  such  reduction 
would  be  worth  while.  For  persons  subject  to  a  40  per 
cent  surtax  and  an  8  per  cent  normal  tax  a  5^  per  cent 
municipal  bond  would  be  more  productive  than  a  10  per 
cent  taxable  security.  A  tax  of  33  per  cent  (26  per  cent 
surtax  plus  8  per  cent  normal)  is  the  highest  rate  which, 
to  my  mind,  would  effect  the  desired  results;  and  a  28 

>  The  practical  advantages  of  the  ezpendituree  tax  were  first  brought  to  toy  attMH 
tion  by  Mr.  G.  O.  May.  They  have,  however,  been  independently  diaoovered  by  Mr. 
Cheeter  A.  Jordan,  who  disouises  them  moet  helpfully  in  a  booklet  entitled,  Tbe  Spead- 
ingsTaz. 
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per  cent  total  rate  in  my  opinion  would  be  more  surely 
effective  and  profitable  to  the  government.  Such  a 
reduction  of  rates  would  cause  a  temporary  loss  of 
revenue,  but  fortimately  this  temporary  loss  would  not 
be  inordinate.  The  taxable  income  now  reported  in  the 
upper  ''brackets"  has  so  shrunk  that  a  limitation  of  the 
maximum  surtax  to  25  per  cent  would  cause  a  loss  of 
revenue,  according  to  my  estimates,  not  in  excess  of 
$75,000,000  and  this  estimate  takes  no  accoimt  ot  the 
stimulating  effect  that  lower  rates  would  have  on  sales 
and  profit-taking.  If  a  simple  limitation  of  the  maxi- 
mxun  rate  cannot  be  seciu^ed,  then  the  situation  is  grave 
enough  to  warrant  the  reduction  on  ''saved  and  rein- 
vested income  "  referred  to  above.  After  all,  our  deepest 
troubles  arise  from  the  overstrain  brought  by  exces- 
sive rates  appUed  to  business  and  investment  income. 
Spent  income"  can  stand  rougher  treatment. 


li 


II 

Income  Taxes  upon  Corporations  and  Business 

8.  The  income  tax  as  a  producer's  or  hueinesa  tax.  No 
agreement  about  income  taxation  is  to  be  hoped  for  imtil 
the  truth  is  reaUzed  that  the  personal  income  tax  and 
the  income  tax  as  a  business  tax  are  for  practical  pur- 
poses different  things.  To  put  it  more  exactly:  the  in- 
come tax  is  different  as  affecting  taxpayers  in  their 
respective  capacities  of  consumers  and  producers.  The 
two  are,  of  course,  related.  They  will  be,  and  should  be, 
linked  together  for  purposes  of  administration.  But 
their  aims,  their  technique  and  their  limitations  are  so 
different  as  to  make  it  absolutely  essential  to  think 
about  them  first  separately,  before  we  think  of  them 
together.  The  writer  has  discussed  this  question,  in- 
adequately, in  another  place;  and  for  justification  of  the 
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above  concliision  the  reader  will  have  to  be  referred  to 
that  discussion.^  Its  truth  will  appear  on  any  considera- 
tion of  the  jurisdictional  problems  of  income  taxation. 
We  insist,  and  the  rest  of  the  world  insists,  upon  taxing 
income  where  it  is  earned  as  well  as  where  it  is  spent. 

If  the  members  of  a  partnership  engaged  in  business  in 
Detroit  all  live  in  Canada,  and  the  partnership  competes 
actively  with  business  concerns  the  owners  of  which  live 
in  Detroit,  our  people  will  not  consent  to  exempt  the 
Canadians  while  the  owners  who  live  in  the  United 
States  are  taxed  on  their  entire  expenditures  or  income 
(perhaps  derived  in  large  part  from  Canadian  invest- 
ments).   Moreover,  individual  business  men  and  part- 
nerships are  in  active  competition  with  coiporations  the 
stockholders  of  which  may  be  drawn  from  very  different 
classes  and  several  different  countries.   Business  com- 
petes with  business,  not  owners  with  owners.   The  part- 
nership and  the  corporation  to  a  certain  extent  derive 
similar  advantages  from  the  government  and  are  the 
source  of  similar  expenses  to  the  government.  So  long  as 
the  business  world  is  split  into  many  political  jurisdic- 
tions and  business  men  continue  to  live  in  one  jurisdic- 
tion and  own  property  or  conduct  business  in  other 
jurisdictions,  so  long  will  there  continue  to  be  taxes  on 
business  and  business  entities  —  meaning  by  business, 
productive  activity. 

9.  Relation  between  personal  and  business  income 
taxes.  The  application  of  this  general  truth  to  the  prob- 
lem imder  discussion  is  to  some  extent  obvious.  A  tax 
upon  expenditures  or  ''spent  income"  cannot  wholly 
take  the  place  of  the  income  tax  as  we  know  it.  Income 
must  to  some  extent  be  taxed  where  it  is  earned,  at 
rates  and  by  methods  determined  by  the  conditions 

>  PktweedincB  of  the  NatioiiAl  Tax  Aatooiation.  1917,  pp.  185-194;  abo  "  Pkvlimhiary 
Report  of  the  Committee  Appointed  by  the  National  Tax  Aaeoeiation  to  Pngmn  a  Flan 
of  a  Model  Syatem  of  State  and  Looal  Tkoation,*'  Proceedincs,  1919,  pp.  451-457. 
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under  which  it  is  earned  —  not  by  the  conditions  under 
which  it  is  spent.  The  dual  structure  of  the  mcome  tax 
as  it  exists  m  Great  Britain,  the  United  States  and  other 
countries  is  no  accident.  It  is  not  a  mere  by-product  of 
stoppage-at-source.  It  is  a  more  or  less  imperfect  recog- 
nition of  the  fact  that  corporations  and  other  business 
units  derive  benefits  and  compete  with  one  another  as 
units,  in  the  jurisdictions  in  which  they  do  business; 
that  it  is  impossible  to  ascertain  the  status  of  the  owner 
of  every  interest  in  a  business  imit;  that  the  business 
entity  has  an  individuality  and  capacity  to  pay  of  its 
own;  and  that  because  of  these  facts  business  entities 
should  in  some  way  and  to  some  extent  pay  taxes  as 
such. 

All  this  means  in  a  practical  sense  that  if  the  income  tax 
is  to  be  maintained  as  our  principal  tax  on  business,  it 
should  follow  in  a  general  way  the  structure  of  the  tax 
which  we  now  have.  Corporations  cannot  be  exempted 
and  the  tax  confined  to  the  stockholders.  Some  form  of 
a  proportional  or  degressive  normal  tax  must  be  re- 
tained. Many  plans  have  been  devised  in  recent  months 
whereby  the  corporation  might  be  wholly  exempted 
from  the  income  tax,  the  distributed  income  being 
taxed  in  the  ordinary  way  to  the  stockholders.  All  this 
is  logical  enough  as  regards  that  part  of  the  corporation 
income  tax  which  may  be  properly  regarded  as  the 
equivalent  of  the  surtaxes  on  saved  income  paid  by  in- 
dividuals and  in  effect  by  partnerships.  But  it  does  not 
bear  critical  examination,  and  it  would  not  bear  the  test 
of  experience,  if  applied  to  the  burden  or  charge  repre- 
sented by  the  normal  tax.  It  would  split,  if  for  no  other 
reason,  on  the  question  of  taxing  the  share  of  the  profits 
assignable  to  nonresident  stockholders. 

In  its  larger  outlines  the  structure  of  the  present  in- 
come tax  is  soimd.  The  normal  tax  satisfies  the  demand 
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for  a  busmess  charge  collected  upon  all  income  derived 
from  services  rendered,  property  located  and  busiDeas 
transacted  with  the  United  States.  In  the  case  of  non- 
resident aliens  and  foreign  corporations,  the  normal  tax 
should  be  stopped  at  source  and  should  apply  to  interest 
and  rentals.  But  it  should  not  apply  to  dividends,  since 
dividends  received  from  corporations  doing  business  in 
the  United  States  are  taxed  as  part  of  the  income  of  the 
coiporations  from  which  derived,  while  dividends  re- 
ceived by  nonresidents  from  corporations  doing  business 
wiihotU  tiae  United  States  should  be  exempt  from  normal 
or  business  tax.^ 

10.  The  proposed  carportition  surtax.  Theoretically  — 
meaning  by  that  word  "in  the  long  run"  —  saved  in- 
come should  be  nearly  ii  not  wholly  exempted  from  sur- 
taxes. If  this  principle  were  followed,  nothing  more  than 
the  normal  tax  would  be  levied  on  coiporations,  since 
the  distributed  income  of  the  corporation  would  be  sub- 
ject to  surtaxes  in  the  hands  of  its  stockholders,  while 
its  imdistributed  profits  would  be  entitled  to  practical 
exemption  as  saved  income.  But  Congress  is  not  now 
likely  to  follow  theory.  Siutaxes  of  considerable  weight 
are  likely  to  be  retained  upon  the  larger  incomes, 
whether  saved  or  spent.  Such  surtaxes  being  retained, 
the  practical  problem  of  dealing  with  the  corporation 
cannot  be  satisfactorily  solved,  because  the  probl^n 
starts  with  a  mistake.  Its  initial  premise  is  an  error, 
and  any  solution  must  share  in  that  error. 

Many  solutions  are  proposed.  (1)  A  flat  coiporation 
surtax  of  5  or  6  per  cent,  such  as  has  been  adopted  in 
Great  Britain.  (2)  A  flat  corporation  rate,  normal  and 
surtax,  of  20  or  25  per  cent,  the  stockholder  to  include 

>  The  theory  of  the  present  law  as  it  relates  to  tuch  dividends  is  wronc*  but  in  prao- 
tioe  any  foreicn  coiporation  ean  secure  the  exemption  of  its  dividends  from  our  tax 
when  received  by  resident  stockholders  by  buying  a  tSO  liberty  bond  or  in  any  other 
way  making  even  the  smallest  part  of  its  income  "  taxable  under  this  title." 


FEDERAL  INCOME  TAXATION  645 

all  dividends  in  income  and  thereafter  take  a  full 
credit  (dollar  for  dollar  against  his  tax)  of  the  20  or  25 
per  cent  tax  which  has  been  paid  for  him  by  the  corpora- 
tion. (3)  A  flat  or  proportional  tax  on  the  imdistrib- 
uted  profits  of  coiporations  with  explicit  authorization 
of  the  many  forms  of  ''constructive  dividends  "  by  which 
corporations  have  been  able  lawfully^  to  distribute 
profits  but  actually  hold  the  fimds  for  reasonable  use  in 
the  business.  (4)  Various  forms  of  graduated  taxes  on 
undistributed  profits,  the  rates  progressing  in  some 
plans  in  accordance  with  the  ratio  of  the  undistributed 
profit  to  the  total  income  and  in  other  plans  with  the 
amount  of  undistributed  profit  and  its  relation  to  the 
invested  capital  of  the  coiporation. 

All  of  these  solutions  are  marked  by  very  grave  de- 
fects. A  cori>oration  surtax  of  5  or  6  per  cent,  making  a 
flat  tax  of  15  or  16  per  cent  upon  the  entire  net  income, 
would  be  an  exceedingly  heavy  tax  where  the  profits 
were  low.  This  weakness  of  the  first  plan  shows  itself 
particularly  in  the  case  of  public  service  coiporations. 
Hence  many  of  those  who  endorse  this  plan  would 
exempt  from  the  surtax  all  utility  companies  subject  to 
public  regulation.  Under  the  second  plan  the  rate  of  tax 
upon  the  corporation  would  be  even  heavier;  and  except 
in  the  type  of  corporations  sometimes  referred  to  as 
"private  corporations"  or  "incorporated  partnerships," 
the  rebate  or  credit  to  the  stockholder  would  not  ma- 
terially ease  the  strain  upon  the  cori>oration.  In  fact  all 
of  the  solutions  enumerated  in  (2)  and  (4)  err,  in  my 
opinion,  in  giving  the  stockholder  a  credit  for  the  normal 

1  In  Eianer  v.  Maoomber  (262  U.  8. 189)  the  Supreme  Court  held  that  the  device  of 
tazinff  atoekholders  on  their  dietributive  tharee  of  the  undistributed  profita  of  the  cor- 
poration, as  is  done  in  the  oaie  of  partnerahU)s,  would  be  unoonetitutiooal.  A  few 
lawyers  have  expressed  a  partial  dissent  from  this  interpretation  of  the  reversal  of  Col- 
lector v.  Hubbard  (79  U.  8. 1)  in  the  stock  dividend  case,  but  it  seems  to  me  whoUj 
beyond  dispute,  at  least  in  the  case  of  corporations  other  than  personal  service  cor- 
porations. 
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tax  paid  by  the  corporation.  A  normal  tax,  e.  g.,  a 
moderate  tax  upon  the  American  Telephone  and  Tele- 
graph Co.,  is  in  no  genuine  sense  a  tax  upon  each  stock- 
holder,  in  such  a  way  that  the  stockholder  is  entitled  to 
credit  for  it  against  his  personal  income  tax,  or  (if  his 
personal  income  be  insu£Scient)  entitled  to  an  actual 
refimd  or  rebate. 

Plans  (3)  and  (4)  encounter  the  business  man's  deep 
and  in  many  respects  justifiable  resentment  against  the 
taxation  of  savings.  Moreover,  the  plans  enumerated 
under  (4)  are  to  some  degree  complicated,  particularly 
the  proposal  to  base  the  graduated  rates  on  the  relation- 
ship between  undistributed  profit  and  invested  capital. 
Even  tho  the  invested  capital  be  based  strictiy  on  orig- 
inal cost,  it  is,  for  reasons  stated  in  the  preceding 
article  ^  indefensibly  unequal  and  complicated  in  its 
operation. 

It  is  hard  to  make  choice  between  these  evil  alter- 
natives. If  the  personal  surtaxes  on  saved  income  could 
be  brought  as  low  as  20  per  cent,  the  proposal  for  a  flat 
tax  of  20  per  cent  on  imdistributed  profits  would,  to  my 
mind,  represent  "the  minimum  evil."  It  would  have 
the  great  advantage  of  equalizing  the  maximum  tax  on 
income  saved  by  corporations  and  imincorporated  tax- 
payers. Surtaxes  on  saved  income  no  doubt  are  partic- 
ularly harmful.  But,  if  other  taxpayers  must  pay  them, 
is  there  any  sound  reason  why  corporations  should  not 
pay?  Under  the  excess-profits  tax,  corporations  have  on 
the  whole  been  taxed  more  severely  than  other  tax- 
payers. They  may  fairly  ask  equal  treatment  when  the 
excess-profits  tax  is  abolished.  But  it  would  be  the  part 
of  wisdom  for  them  to  share  the  conmion  lot.  If  they 
strain  for  something  different,  that  is  or  appears  to  be 
an  advantage,  they  are  likely  in  the  end  to  get  some- 

>  Quarterly  JoonuJ  of  EoonomkB,  May,  1021,  pp.  876-880. 
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thing  worse.  Moreover,  by  means  of  scrip  dividends,  or 
by  taking  advantage  of  an  option  (through  unanimous 
agreement  of  the  stockholders)  to  be  taxed  as  a  partner- 
ship, or  by  an  arrangement  with  the  stockholders  to  pay 
the  increased  tax  of  any  stockholder  who  included  in  his 
personal  return  his  share  of  the  imdistributed  profits  of 
the  corporation  —  all  of  which  expedients  should  be  ex- 
plicitly legitimized  in  the  law  —  the  corporation  could 
escape  the  tax  on  imdistributed  profits  altogether  and 
yet  keep  the  money  for  actual  use  in  the  business. 
Finally,  an  imdistributed  profits  tax  of  20  per  cent 
would  be  less  than  the  proposed  5  per  cent  surtax 
(which  in  reality  is  a  7  per  cent  surtax,  since  the  normal 
tax  on  corporations  exceeds  that  on  individuals  by  more 
than  2  per  cent) .  This  follows  from  the  fact  that  the  un- 
distributed profits  of  the  average  corporation  at  the 
present  time  amount  to  probably  less  than  20  per  cent 
of  its  net  income.  The  mere  fact  that  the  tax  would  be 
in  form  placed  upon  undistributed  profits  does  not  seem 
to  me  as  essential  as  it  does  to  the  average  corporation 
and  its  advisors.  On  the  other  hand,  this  whole  problem 
is  primarily  one  for  the  business  men  of  the  country. 
So  long  as  corporations  on  the  whole  pay  a  fair  equivsr 
lent  for  the  surtaxes  upon  saved  income  paid  by  other 
taxpayers,  the  business  world  may  f airiy  be  permitted  to 
select  the  method  of  taxation  which  most  appeals  to  it. 
But  if  surtaxes  running  as  high  as  40  per  cent  are  to  be 
retained,  it  wiU  be  impossible  to  place  this  maximum 
rate  upon  the  undistributed  profits  of  corporations. 
The  fact  that  it  would  be  impossible,  I  may  remark, 
illustrates  the  deep  error  of  40  per  cent  or  similar  rates 
as  applied  to  the  saved  income  of  individuals  and  part- 
nerships. If  unthinkable  in  the  case  of  corporations, 
they  ought  to  be  similarly  unthinkable  in  the  case  of 
other  taxpayers.  If  the  personal  and  corporation  taxes 
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cannot  be  organically  linked  by  the  imposition  of  the 
same  maximiim  rate  on  savings,  then  the  first  solution, 
the  flat  corporation  surtax  of  5  or  6  per  cent,  impresses 
me  as  altogether  the  most  expedient  and  plausible  solu- 
tion. It  is  essentially  a  compromise,  too  heavy  in  its 
indirect  burdens  upon  the  small  stockholder,  and  much 
too  light  upon  the  wealthy  stockholder  who  saves  by 
way  of  the  corporation  in  order  to  avoid  the  individual 
surtaxes.  But  the  situation  is  one  in  which  some  com- 
promise of  principle  seems  unavoidable.  This  at  least 
has  the  merit  of  being  simple  and  plain. 

Ill 
Basis  of  the  Business  Tax 

The  conclusions  reached  in  the  preceding  section  rest 
upon  the  assumption  that  the  income  tax  will  be  re- 
tained as  the  principal  federal  tax  on  business;  an 
assumption  which  is  safe  for  the  next  year  or  two.  But 
we  are  equally  interested  in  what  should  be  done  in  the 
next  decade  or  two.  With  this  in  view,  it  becomes  neces- 
saiy  to  inquire  what  is  the  true  basis  of  business  taxa- 
tion. Here,  as  elsewhere  in  taxation,  the  ''true  basis''  is 
the  basis  that  wiU  work  best  in  the  long  run,  that  will 
cause  the  minimum  evil  and  fit  in  most  helpfully  with 
the  fimdamental  conditions  of  the  economic,  social,  and 
political  world  in  which  we  live. 

The  practical  choice  here  is  between  net  income  on 
the  one  hand  and  sales  or  gross  income  on  the  other. 
Fortunately  it  is  not  necessaiy  to  discuss  the  sales  tax  as 
an  additional  tax  or  as  a  substitute  for  the  miscellaneous 
excise  taxes  now  in  force.  The  sales  tax  is  of  interest 
here  only  as  a  substitute  for  the  tax  on  net  business 
income. 

11.  Shifting.  We  may  go  at  once  to  what  impresses 
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the  writer  as  the  most  potent  argument  or  series  of  argu- 
ments against  the  tax  on  busmess  income.  ''All  taxes/' 
it  is  urged,  ''are  shifted.  It  is  imnecessary  and  unwise, 
therefore,  to  saddle  business  with  taxes  which  achieve 
a  semblance  of  equity  at  the  expense  of  simplicity, 
certainty  and  administrative  efficiency.  Let  taxes  be 
simple,  certain  and  plain;  then-  equitable  distribution 
will  be  achieved  through  the  inevitable  processes  of 
shifting  or  dififusion."  There  is  truth  in  this.  It  seems 
to  me  ahnost  certain  that  under  American  conditions 
surtaxes  exceeding  50  per  cent  would  in  the  long  run  be 
shifted  in  material  part,  and  that  a  corporation  income 
tax  of  15  per  cent  would  be  shifted  in  minor  part.  The 
accepted  economic  theory  has  been  that  a  general  per- 
sonal income  tax  cannot  be  shifted.  But  our  income 
tax  is  not  wholly  a  personal  tax  and  it  is  not  general.  In 
the  face  of  a  large  supply  of  tax-free  securities,  capital 
wiU  certainly  not  flow  into  private  business  unless  there 
is  a  prospect  of  earning  in  the  long  run  as  much  as  it 
could  earn  if  invested  in  mimicipal  bonds.  Assume  a 
radical  increase  of  tax  rates  such  as  took  place  in  1917. 
If  all  taxpayers  were  subject  to  the  same  rate  of  income 
tax,  the  level  of  business  profits  would  rise  in  the  long 
run,  and  the  interest  rate  upon  tax-free  bonds  would 
fall  ^  until  the  net  return  from  tax-free  bonds  would  be 
equivalent  to  the  net  return  from  business  investments, 
due  accoimt  being  taken  of  risk  and  taxes.  And  the  fact 
that  some  taxpayers  are  subject  to  no  income  tax  or  to  a 
very  low  rate,  does  not  seriously  modify  the  foregoing 
conclusion.  It  cannot  wholly  check  the  rise  in  the  rate 
of  business  profits.  The  flow  of  poor  men's  money  into 
private  business  is  not  equal  to  the  flow  of  rich  men's 

>  This  faet  is  usually  forgotten.  The  rata  of  return  that  would  otherwise  be  Moored 
from  tax-free  securities  is  reduoed  by  the  demand  for  sueh  securities  created  fay  the 
liability  of  other  investments  to  heavy  taxation.  Municipal  bonds  are  nofuntaated** 
as  they  seem  to  be. 
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money  out  of  private  business  into  public  securities. 
The  great  mass  of  smaller  investors  to  whom  the  tax 
rate  is  a  negligible  factor,  do  not  seek  miscellaneous 
busLQess  investments  and  should  not  be  encouraged  to 
do  so.  It  seems  to  be  the  opinion  of  the  banking  and 
investment  world  that  industrial  investments  are,  in 
the  main,  made  by  persons  to  whom  the  tax  rate  is  a 
real  factor;  and  this  is  probably  the  case. 

Yet,  tho  all  this  is  doubtless  true,  its  significance  is 
frequently  misstated.  It  does  not  mean  that  all  income 
and  profits  taxes  are  shifted,  and  in  particular  it  does  not 
mean  that  they  are  promptly  or  readily  shifted.   They 
are  shifted  in  part  only,  and  by  a  slow  process  of  dif- 
fusion.   The  process  is  slow  because  the  shifting  is 
caused  by  the  withdrawal  or  transfer  of  capital  which 
does  not  occur  frequently  by  any  general  process.  The 
repeated  charge  that  busraess  men  figure  income  taxes 
as  part  of  their  cost  and  then  charge  the  customary  p^^ 
centage  of  profit  on  the  increased  cost  basis>  is  next  to 
absurd.^  If  it  were  true,  it  would  only  be  necessary  for 
Congress  to  increase  the  income  and  profits  taxes  in 
order  to  increase  business  profits.   Taxes  were  respon- 
sible in  only  minor  degree  for  the  high  cost  of  living. 
The  cost  of  living  went  up  before  tax  rates  were  in- 
creased, it  stayed  up  when  tax  rates  were  reduced,  and 
it  wiU  come  down  in  the  future  whether  tax  rates  be  in- 
creased or  reduced. 

The  argument  that  ''all  taxes  are  shifted;  therefore 
ignore  equity  and  select  the  simplest  tax,''  is  partic- 
ularly misleading.  Even  tho  we  may  be  certain  that 
some  part  of  the  tax  may  be  shifted  or  diffused  in  the 
long  run,  its  initial  incidence  is  of  enormous  importance; 
Property  taxes  on  buildings  are  shifted  in  the  long  run, 

*  The  charge  that  war  prioee  were  due  in  a  material  degree  to  the  shiftliic  of  ineome 
and  profit*  tazee  is  dieomeed  in  my  booklet  on  Needed  Tax  Reform  in  the  United  Siatet. 
pp.  20-23. 
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but  this  does  not  make  the  tax  a  matter  of  indifference 
to  the  owners  of  buildings.  The  proposed  sales  tax,  we 
are  told,  would  operate  like  a  new  and  general  business 
expense,  such  as  an  increase  in  rentals.  This  impresses 
me  as  a  fair  statement  for  the  purpose ;  yet  a  proposal  to 
increase  rentals  or  any  other  cost  at  the  present  time 
would  be  regarded  as  a  matter  of  vital  significance  to 
the  business  men  affected.  Those  who  are  loudest  in 
championing  the  turnover  tax  are  those  engaged  in  in- 
dustries subject  to  special  sales  taxes  at  the  present 
time.  They  insist  that  all  taxes  are  shifted;  but  they 
strenously  object  to  the  taxes  which  they  must  therefore 
be  shif  tmg.  Their  position  is  not  necessarily  iUogical 
but  it  proves  that  the  initial  incidence  of  the  tax 
is  a  matter  of  deep  significance.  Whether  taxes  are 
shifted  or  not,  the  fact  that  the  income  tax  is  assessed 
only  when  the  taxpayer  has  some  net  income  wherewith 
to  pay  constitutes  a  most  important  practical  virtue 
of  the  income  tax.  The  owner  of  a  building  or  machine 
does  not  find  it  any  easier  to  pay  property  taxes  in  a  lean 
year,  because  of  the  soimd  theory  that  in  the  long  run 
such  taxes  are  shifted  to  producers  or  consumers. 

12.  Simplicity  verms  equity.  There  is  or  should  be 
nothing  sacred  about  the  net  income  tax.  It  can  claim 
no  divine  right  to  supply  either  the  fundamental  prin- 
ciple or  the  practical  working  measure  of  business  taxa- 
tion. Business  taxes  are  imposed  ''because  it  costs 
money  to  maintain  a  market  and  those  costs  should  in 
some  way  be  distributed  over  all  the  beneficiaries  of  that 
market.  Looking  at  the  same  question  from  another 
viewpoint,  a  market  is  a  valuable  asset  to  the  social 
group  which  maintains  it  and  the  commimity  ought  to 
charge  for  the  use  of  community  assets."  ^  As  a  matter 
of  pure  business  logic  the  government  might  well  meas- 

i  T.  8.  Adama,  "Th*  Tntkm  of  Birimw,"  loe.  ait.,  p,  187. 
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ure  the  tax  by  gross  business,  saying  in  effect  to  the 
business  man:  '^You  have  come  amongst  us  and  have 
exploited  our  market;  you  have  trafficked  as  much  as 
your  competitor;  whether  you  have  used  your  oppor- 
tunity as  well  as  he,  is  not  our  concern.  It  is  the  gross 
volume  of  your  trade  which  both  represents  your  op- 
portunity and  causes  our  expense.  Upon  that  you  must 
pay."  1 

But  it  is  logically  essential  that  the  business  man 
(not  the  consumer)  should  pay.  And  because  moderate 
taxes  on  net  income  are  shifted  less  and  less  readily  than 
taxes  on  gross  business;  and  in  particular  because  taxes 
on  net  income  are  imposed  only  when  the  taxpayer  has 
earnings  from  which  to  pay  them  (or  to  set  aside  a  re- 
serve for  their  later  payment),  net  income  has  come  to 
be  accepted  as  the  more  equitable,  certainly  the  more 
merciful,  basis.  Nor  can  I  see  sound  reasons  to  chal- 
lenge this  popular  judgment  of  its  superior  claims  to 
equity. 

The  real  case  against  the  taxation  of  business  on  the 
basis  of  net  iacome  rests  upon  the  very  real  complexity 
involved  in  its  computation.  It  is  unnecessary  to  dilate 
upon  this  theme.  The  weakness  of  the  net  income  tax  in 
this  respect  has  not  been  exaggerated.  And  complexity 
is  a  major  evil,  involving  the  taxpayer  in  a  cloud  of  un- 
certainty, stimulatiag  evasion  and  rebellion,  clogging 
the  administrative  machine,  and  bringing  the  tax  into 
disrepute. 

This  is  the  supreme  problem  of  federal  taxation ;  and 
its  controlling  factors  are  imponderables.  To  take  them 
properly  iato  account  requires  wisdom  rather  than  logic. 
I  know  of  no  way  of  discussing  them  convincingly  in  the 
space  here  available ;  and  that  must  be  the  excuse  for  the 
personal  form  of  the  immediately  succeeding  paragraphs. 

>  T.  8.  AdAiDS,  **Tfae  Taxation  of  BuaiiieH,"  loe.  dt,  p.  180. 
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If  I  followed  my  personal  predilections,  I  should  vote 
for  simplicity  and  inequality,  selecting  many  simple 
taxes  at  light  rates  rather  than  more  equitable  but  more 
complex  taxes  at  heavier  rates.  To  illustrate:  (a)  The 
surtaxes  I  should  convert  into  an  expenditures  tax,  with 
a  high  exemption  of  say  $5,000.  (6)  The  normal  tax  on 
net  income  I  should  replace  with  a  low  tax  on  "approxi- 
mate net  income."  By  that  term  I  mean  something 
closely  akin  to  "gross  income"  as  it  is  defined  under  the 
present  income  tax  law,  i.  e.,  before  deduction  for  de- 
preciation, depletion,  amortization  and  the  like.  The 
sole  purpose  is  by  lowering  the  rate  (3  per  cent  would 
probably  be  ample  even  now)  to  make  it  possible  to 
ignore  those  complex  deductions  which  now  go  so  far  to 
discredit  the  tax.  The  basis  might  as  well  be  described 
as  one  of  "modified  gross  income."  On  salaried  men 
and  investors  the  tax  would  take  the  place  of  the  present 
4  per  cent  subnormal  tax  and  operate  very  much  like  it. 
In  the  case  of  producers  and  sellers  of  "goods,  wares 
and  merchandise"  further  simplicity  could  be  achieved, 
if  desired,  by  giving  the  tax  the  form  of  a  sales  tax  with 
a  credit  or  refimd  for  taxes  paid  by  the  producer  or 
dealer  (as  purchaser)  on  goods  bought  for  resale  or  for 
necessary  use  in  the  production  of  goods  for  sale.  It  wiU 
be  noted  that  the  proposed  tax  on  "approximate  net 
income"  avoids  the  strongest  arguments  against  the 
turnover  or  sales  tax,  namely,  that  it  would  be  pyra- 
amided,  create  a  grossly  unfair  competition  between 
synthesized  and  single-process  mdustries,  and  exempt 
those  occupations  or  transactions  such  as  banking, 
advertising,  professional  service  and  the  like  in  which 
the  profit  or  gain  does  not  arise  from  a  "sale."  The 
worst  features  of  the  timiover  tax  arise  from  its  applica- 
tion to  "cost  of  sales,"  which  would  of  course  be  sub- 
tracted or  eliminated  under  the  proposal  here  made. 
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(c)  The  two  preceding  taxes  would  fail  to  reach,  as  the 
income  tax  now  fails  to  reach,  the  majority  of  the  people 
of  the  coimtry  who  nevertheless  have  some  real  capacity 
to  pay  as  is  revealed  by  their  enormous  consumpticHi  of 
semi-luxuries.    This  fund  of  taxable  capacity  I  should 
tap  with  a  nimiber  of  consumption  taxes,  both  import 
duties  and  excises,  capable  of  clear  definition  and  suc- 
cessful  administration,    such   as   taxes    on    tobacco, 
amusements,  sugar,  tea,  coffee,  chocolate,  rubber,  and 
gasolene.   Such  articles  would  be  selected  not  because 
their  consumption  is  harmful  —  I  believe  in  the  "neces- 
sity" of  luxuries — but  because  they  represent  effective 
and  convenient  points  at  which  to  tap  the  taxable  sur- 
plus of  the  consumer,   (d)  In  addition,  of  course,  there 
would  be  the  estate  or  inheritance  taxes,  and  the  stanq) 
taxes,  from  both  of  which  much  greater  revenues  could 
be  secured. 

In  some  such  form  as  this  would  be  the  federal  tax 
system  as  I  should  construct  it.  The  plan  has  little 
chance  of  adoption.  It  serves,  however,  the  useful  pur- 
pose of  illustrating  the  futility  of  basing  one's  principles 
on  one's  personal  experience.  It  demonstrates  the  su- 
preme necessity  of  subordinating  administrative  logic 
and  personal  predilections  to  the  great  political  and 
social  forces  which  control  the  evolution  of  tax  systems. 
These  forces  must  be  accepted  as  facts.  The  historical 
fact  is  that  modem  states  prefer  equity  and  complexity 
to  simplicity  and  inequality.  The  cry  for  equality  and 
justice  is  louder  and  more  unanswerable  than  the  de- 
mand for  certainty  and  convenience.  You  may  think  it 
sentimental  and  stupid,  but  that  does  not  alter  the  fact. 

The  general  property  tax,  or  even  the  tax  on  real 
estate,  is  one  of  the  most  difficult  taxes  known  to  man, 
or  at  least  would  be  if  conscientiously  administered. 
The  complexities  of  our  customs  law  and  administra- 
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tion  are  almost  unbelievable  to  the  person  who  has  not 
looked  minutely  into  the  details  of  the  law  and  its  ad- 
ministration. The  income  tax,  whose  complexity  is  not 
exaggerated  by  its  critics,  spreads  and  grows;  it  has  a 
deeper  and  wider  following  with  the  passing  generations. 
It  seems  to  be  particularly  irresistible  in  a  democratic 
state  in  which  customs,  excise  or  sales  taxes  (whose 
burden  is  or  is  believed  to  be  regressive)  constitute  the 
backbone  of  the  tax  system.  Replace  the  complexities 
of  the  income  tax  with  the  simpHcities  of  the  sales  tax 
tomorrow,  and  within  ten  years  the  income  tax  would 
be  back.  In  the  light  of  financial  history  '^ simplicity" 
is  a  lesser  god. 

The  truth  of  this  statement  can  be  tested  by  a  simple 
experiment.  There  is  a  tax  which  is  costless,  incapable 
of  evasion,  wholly  simple,  quite  productive,  and  having 
no  particularly  evil  characteristics  of  incidence  and 
burden:  the  proposed  increase  of  one  cent  in  the  first- 
class  postal  rates.  Moreover,  at  the  present  time,  the 
postal  service  is  running  at  a  deficit.  Yet  has  this 
tax  any  chance  of  adoption  at  a  time  when  the  country 
is  clamoring  for  '^simple  taxation"?  Practically  none. 
Have  the  simple  and  productive  '' breakfast  table" 
taxes  any  chance  of  a  respectful  hearing?  None.  They 
are  ignored  by  the  people,  by  both  poUtical  parties  and 
by  Congress.  These,  it  is  stated,  are  considerations  for 
the  politician,  not  for  the  scientific  economist.  I  know 
of  no  relevant  and  enduring  factor  which  the  social  or 
economic  scientist  is  justified  in  ignoring.  There  are 
temporary  gusts  of  irritation  or  political  prejudice, 
transitory  whims  of  fancy,  eradicable  ignorance  which 
may  profitably  be  ignored  by  the  scientist.  Perhaps 
some  of  the  imponderables  noted  above  illustrate  tem- 
porary rather  than  enduring  factors.  But  the  insistence 
upon  equity  at  the  expense  (if  necessary)  of  simplicity, 
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the  demand  for  the  thoro  application  of  some  variety  of 
the  income  tax,  are  enduring  forces  which  cannot  be 
ignored.   When  conclusions  are  desired  which  shall  be 
applicable,  not  to  the  present  moment  and  not  to  the 
next  century,  but  to  the  coming  generation,  they  repre- 
sent the  fundamental  factors.   I  accept  them  not  only 
as  facts,  but  as  expressing  in  general  direction  and  im- 
port a  larger  wisdom  than  can  be  drawn  from  my  per^ 
sonal  feelings  and  experience.    In  strategy  if  not  in 
tactics,  as  regards  general  direction  rather  than  detail, 
I  would  put  my  trust  in  history  rather  than  in  experts. 
'^  Believe  me,  sir,  there  is  more  wisdom  in  institutions 
than  in  men." 

In  all  this  we  find  the  answer  to  the  soimd  criticisms 
that  complexity  makes  for  administrative  failure  and 
for  dishonesty  on  the  part  of  the  taxpayer.  It  does;  but 
I  can  interpret  the  stubborn  insistence  upon  ''equity" 
only  as  meaning  either  that  the  administration  must 
rise  to  its  task  or  that  ''equity  will  be  served"  even  at 
the  cost  of  continued  maladministration.  As  for  the 
charge  that  "the  income  tax  is  a  tax  on  honesty/'  it 
may  be  noted  that  while  simplicity  conduces  to  honesty, 
it  does  so  no  more  eflfectively  than  equity.  The  simplest 
taxes  in  this  country,  the  poll  taxes,  are  the  worst  en- 
forced. The  demoralization  of  taxpayers  imder  the 
property  tax  as  applied  to  credits  and  securities  has 
been  in  no  appreciable  degree  due  to  complexity.  The 
taxes  are  simple  enough.  And  most  of  the  irritation 
aroused  by  the  income  tax  in  this  country  is  due  to  its 
enforcement,  not  to  its  evasion.  The  irritation  which 
accompanies  the  collection  of  direct  taxes  is  a  wholesome 
tonic  to  a  democracy. 

Thomas  S.  Adams. 

Yale  Uniyebsitt. 
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573. 

The  violent  price  changes  of  the  past  few  years  have 
given  new  importance  to  index  numbers  and  new  in- 
terest to  the  problem  of  the  best  way  of  constructing 
them.  It  may  be  too  much  to  hope  that  any  general 
agreement  upon  the  right  solution  of  this  problem  is  in 
sight.  But  substantial  progress  toward  such  agreement 
has  unquestionably  been  made.  The  debatable  issues 
have  been  narrowed.  There  are,  for  example,  few  who 
would  now  hold  that  one  type  of  index  number  very 
commonly  used  in  the  past  —  the  arithmetic  average 
(weighted  or  unweighted)  of  the  percentage  ratios  be- 
tween prices  in  a  given  year  and  prices  in  a  basing  year, 
i.e.,  the  arithmetic  average  of  "relative'*  prices  —  is 
other  than  unsound  in  principle  and  misleading  in  the 
results  it  gives. 

Possibly  the  most  fruitful  recent  work  in  this  field  has 
involved  careful  comparison  of  the  results  yielded  by 
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different  types  of  index  numbers.^  Agreements,  differ- 
ences, and  anomalies  in  these  results  have  been  tzaoed 
back  to  their  roots.  In  this  way  much  light  has  been 
thrown  upon  such  matters  as  the  choice  of  the  original 
data,  the  peculiarities  of  different  sorts  of  averages,  the 
effects  of  weighting,  and  the  results  of  choosiiig  one 
basing  year  rather  than  another.  But  the  present  pap^ 
is  bom  of  the  conviction  that  to  such  empirical  studies, 
valuable  as  they  have  proved  themselves  to  be,  there 
must  be  joined  a  frontal  attack  upon  the  theoretical 
issues  involved  in  the  problem. 

There  can  be  no  final  agreement  upon  any  system  of 
index  numbers  imtil  there  is  agreement  upon  the  pre- 
cise meaning  of  the  phenomena  they  are  supposed  to 
record.  We  must  formulate  our  problem  before  we  can 
hope  to  solve  it.  This  paper  is  offered,  therefore,  as 
a  preliminary  exploration  in  the  field  of  the  general 
theory  of  index  numbers  of  price  movements.  In  this 
field  there  are  two  fundamental  questions:  (1)  Just 
what  are  the  measurable  phenomena  defined  by  the 
phrase,  changes  of  the  general  level  of  priceaf  (2)  Sim- 
ilarly, what  is  the  precise  meaning  to  be  given  to  the 
phrase,  average  changes  of  prices?  For  the  present  I 
limit  myself  to  the  first  of  these  two  problems.  I  hope 
to  deal  with  the  second  in  a  subsequent  paper. 

For  convenience  we  may  begin  by  taking  the  general 
level  of  prices  as  defined  by  P  in  the  equation  of  ex- 
change, P  =  M/T,  where  M  is  the  amoimt,  in  money 
units,  of  money  and  of  bank  deposits  exchanged  during  a 
year  or  other  definite  short  period  of  time  for  the  goods 
whose  general  price  level  is  sought.*  T  is  the  quantity  of 


i  In  ihiB  oonnection  any  Btadent  of  index  numbers  will  think  of  the  work  of 
AGtehell,  and  Persons.   The  other  recent  writers  on  the  problem  to  whom  I  wish  to 
aoknowledce  an  especial  measure  of  personal  indebtedness  are  Messrs.  Flux  and  WaUu 

s  AT,  as  used  here,  corresponds  to  (AfF+Af'FO  of  Ftofessor  Fisher's  formulataoa  of 
the  equation  of  exchange. 
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goods  exchanged  for  Af ,  measured  in  the  physical  units 
to  which  price  quotations  refer.  P  is  thus  the  (arithme- 
tic) average  amoimt  of  money  paid  by  buyer  to  sellers 
per  physical  imit  of  goods  purchased.  The  problem 
is  to  determine  a  series  of  niunbers  whose  variations 
shall  have  the  closest  possible  correlation  with  the 
variations  of  P  in  successive  periods  of  time. 

Now  a  price,  as  a  statistical  datum,  is  always  a  ratio. 
A  quantity  of  money  is  not,  for  statistical  purposes,  a 
price,  apart  from  its  relation  in  exchange  to  a  definite 
quantity  of  goods.  Just  as  P,  the  average  price  of  all 
goods  bought  and  sold,  is  the  ratio  between  M  and  T,  so 
any  price,  p,  is  the  ratio  between  m  and  t,  where  m  is  the 
nimiber  of  money  units  paid  for  t  imits  of  goods. 

Commonly,  price  quotations  run  in  terms  of  the  ratios 
between  various  amoimts  of  money  and  single  imits  of 
goods,  that  is,  in  terms  of  unit  prices.  The  consequent 
of  the  price  ratio  is  made  imity,  and  price  is  expressed 
in  terms  of  the  antecedent  alone.  But  this  conven- 
ient practice  should  not  be  permitted  to  obscure  the  fact 
that  imit  prices  are  themselves  ratios,  that  a  price  of 
two  dollars  per  bushel,  for  example,  may  be  expressed 
not  only  as  the  ratio  between  2  and  1,  but  quite  as  ac- 
curately as  the  ratio  between  4  and  2,  or  between  30  and 
15,  or  as  any  other  equal  ratio. 

A  good  example  of  the  significance  of  the  point  that  in 
devising  mdex  numbers  prices  must  be  tinted  as  ratios 
is  given  by  what  may  be  termed  the  paradox  of  the 
arithmetic  and  harmonic  means.  ''In  European  coun- 
tries," says  Professor  A.  C.  Pigou,^  "price  is  usually 
measured  by  naming  the  nimiber  of  imits  of  the  stand- 
ard of  value  which  will  buy  a  imit  of  the  commodity; 
in  India  it  is  measured  by  naming  the  number  of  units  of 
the  conmiodity  which  can  be  purchased  by  a  unit  of  cur- 

i  WMlth  and  Wttfart.  pp.  80. 86. 
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rency.  The  choice  between  these  two  ratdoe  is  obviously 
a  pure  matter  of  arbitrary  convention.  But,  to  com- 
bine price  ratios  taken  on  the  Indian  plan  into  an  arith- 
metic mean  is  equivalent  to  combining  «imilf\r  ratios 
taken  on  the  Eluropean  plan  into  a  harmonic  mean!" 

By  ''price  ratios/'  it  seems  from  the  context.  Professor 
Pigou  means  relative  prices  —  the  ratios  of  prices  in  one 
year  to  the  prices  of  the  same  goods  in  another  year. 
Thus  if  the  unweighted  arithmetic  mean  of  relative 

prices  is  S  ( — j  /n,  the  reciprocal  of  the  harmonic  mean 

is  S  ( — j  /n,  which  is  the  arithmetic  mean  of  relative 

prices  expressed  in  the  Indian  manner,  such  as  ^       « 

1/Po 

The  effect  of  using  the  reciprocal  of  the  harmonic  mean 
of  relative  prices  instead  of  their  arithmetic  mean,  it 
will  be  noted,  is  to  shift  the  base  from  one  to  the  other 
of  the  two  years  involved  in  the  comparison.  That  is, 
the  reciprocal  of  the  unweighted  harmonic  mean  of 
relative  prices  is  identical  with  the  imweighted  arith- 
metic mean,  except  that  the  base  is  shifted. 

The  significance  of  this  lies  in  the  fact  that,  as  is  well 
known,  when  basing  years  are  shifted  the  results  indi- 
cated by  the  use  of  the  arithmetic  average  of  relative 
prices  are  modified.  Neither  the  harmonic  mean  of  a 
group  of  ratios  ^r  its  reciprocal  will  accord  with  their 
arithmetic  mean.  Yet  prices  quoted  in  the  Indian 
manner  are  the  reciprocals  of  prices  quoted  in  the  way 
to  which  we  are  accustomed.  What  is  more  important, 
the  market  facts  are  wholly  independent  of  the  manner 
of  quotation.  "Five  cents  a  poimd"  and  "twenty 
pounds  for  a  dollar"  are  identical  prices.  Where  the 
basic  facts  are  the  same  the  two  methods  of  quotation 
should  lead  to  identical  index  numbers. 
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Similar  considerations  hold  with  respect  to  un- 
weighted averages  of  simple  or  ''absolute"  prices.  In 
general  the  arithmetic  mean,  X(p)/n,  is  not  in  agree- 
ment with  the  harmonic  mean,  n/S  f  -  j  •  And  no  sjrstem 

of  weighting,  unless  it  be  wholly  arbitrary,  will  bring 
the  two  means  into  agreement,  so  long  as  the  prices 
averaged  are  treated  as  quantities  instead  of  ratios. 
To  treat  p  as  merely  a  sum  of  money,  five  cents  for 
example,  and  its  reciprocal  1/p  as  a  quantity  of  a  com- 
modity, twenty  pounds  for  example,  is  to  handicap  our- 
selves by  a  serious  initial  error. 

But  if  we  hold  rigorously  to  the  fimdamental  fact  that 
price  is  always  a  ratio,  mvolving  two  magnitudes  —  a 
quantity  of  money  and  a  quantity  of  goods  —  the  prob- 
lem may  be  said  to  solve  itself.  The  way  in  which  prices 
happen  to  be  quoted  does  not  affect  the  result.  Following 
the  notation  already  indicated,  put  m/t  for  p.  Then  the 
only  arithmetic  mean  which  has  any  obvious  meaning  is 
the  weighted  mean,  2)(m)/2(0,  or  2(tp)/2)(0.  In  a  sim- 
ilar way  the  weighted  harmonic  mean  is  S(m)/2  ( w- ) ,  or 

'S(tp)/X(t).  It  is  identical  with  the  weighted  arithmetic 
mean.  This  weighting  of  the  arithmetic  mean  of  actual 
prices  by  physical  quantities  of  goods  and  of  the  har- 
monic mean  by  quantities  of  money,  or  "values,"  is  in 
no  sense  arbitrary.  It  is  clearly  indicated  or  even  com- 
pelled by  elementary  considerations. 

The  paradox  which  has  just  been  discussed,  like  a 
host  of  other  difficulties  which  beset  the  construction 
and  mterpi^tation  of  mdex  numbers,  springs  from  erro- 
neous methods  of  handling  ratios.  These  errors  have 
crept  into  the  treatment  of  the  problem,  I  believe, 
through  the  habit  of  identifying  ratios  with  the  frac- 
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tions  commonly  used  to  eicpress  them*  Fractioiis  whose 
numerators  are  the  antecedents  of  ratios  and  whose 
denommators  are  their  consequents  may  be  subjected 
to  certain  mathematical  operations  without  affecting 
the  essential  nature  of  the  relations  they  express.  But 
addition  and  subtraction  are  not  always  among  these 
legitimate  operations.  Ratios  are  not  always  safely 
treated  as  additive  quantities. 

Moreover,  when  the  fractions  used  to  express  ratios 
are  added  as  part  of  the  process  of  finding  their  arith- 
metic mean,  they  are  first  reduced  to  a  common  de- 
nominator. This  involves  an  arbitrary  weighting  of  the 
niunerators.  In  common  practice  the  numerators  are 
determined  by  the  condition  that  the  denominator 
shall  in  each  case  be  imity.  Then  the  denominators  are 
forgotten,  the  numerators  are  termed  ^'prices,"  and 
their  mean  is  held  to  be  an  ''average  price.''  What  the 
imweighted  arithmetic  mean  of  actual  prices  really 
gives  is  merely  the  average  money  cost  per  imit  of  a  bill 
of  goods  consisting  of  one  unit  each  of  the  different 
commodities  whose  price  quotations  are  used.  Sim- 
ilarly the  reciprocal  of  the  imweighted  harmonic  mean 
gives  the  average  niunber  of  physical  imits  of  goods  ex- 
changed for  one  imit  of  money.  The  difference  between 
the  results  given  by  the  two  means  is  due  to  the  pres- 
ence in  each  case  of  weighting  that  is  none  the  less  ar- 
bitrary because  it  is  not  intended.  In  one  case  single 
units  of  goods  and  their  money  costs  are  the  compo- 
nents of  the  average.  In  the  other  case  its  components 
are  imits  of  money  (dollars)  and  ''dollar's  worths"  of 
goods.  One  mean  has  as  good  a  claim  to  represent  the 
general  price  level  as  the  other.  But  for  neither  is  the 
claim  valid  unless  it  is  expressly  imderstood  that  the 
mean  represents  merely  a  group  of  prices  whose  peculiar 
composition  is  dictated  by  the  method  by  which  the 
mean  is  constructed. 
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We  have  seen,  however,  that  with  complete  weighting 
the  two  means  lead  to  consistent  results.  The  reciprocal 
of  the  arithmetic  mean  becomes  identical  with  the  arith- 
metic mean  of  the  reciprocals  of  the  components  of  the 
original  mean.  This  illustrates  an  elementary  but  im- 
portant difference  between  the  unweighted  and  the 
completely  weighted  arithmetic  mean  of  ratios.  The 
imweighted  arithmetic  average  of  ratios  is  a  '^  fictitious 
mean  "  of  the  familiar  ts^pe,  but  its  claim  to  represent  or 
typify  a  group  of  ratios  is  marred  by  its  hidden  weight- 
ing and  especially  by  the  fact  that  it  gives  different  re- 
sults according  as  the  ratios  whose  mean  it  purports  to 
be  are  expressed  by  one  form  of  fraction  or  another. 
But  the  completely  weighted  arithmetic  average  is  not  a 
'^  fictitious  mean."  In  fact  its  title  to  the  name  average 
or  mean  might  even  be  disputed.  It  is  nothing  but  a 
ratio  of  aggregates.  It  is  constructed  by  a  process  of 
simunation  rather  than  of  '^averaging."  Its  antecedent 
and  consequent  are  the  respective  sums  of  the  antece- 
dents and  consequents  of  its  constituent  ratios. 

Consider  an  example  taken  from  another  statistical 
field.  The  proportion  of  the  population  of  each  state 
found  in  some  specified  population  group,  those  for  ex- 
ample who  are  gainfully  employed,  is  reported  by  the 
federal  census.  For  any  one  state  this  proportion  is  the 
reciprocal  of  the  ratio  of  the  whole  population  of  the 
state  to  the  number  who  are  gainfully  employed.  An 
unweighted  mean  of  the  per  cents  which  express  the 
proportions  found  in  the  different  states  might  con- 
ceivably be  held  to  represent  the  proportion  gainfully 
employed  in  an  imaginary  ^'average  state."  But  its  re- 
ciprocal is  likely  to  differ,  perhaps  rather  widely,  from 
the  imweighted  mean  of  fractions  which  have  whole 
populations  as  numerators  and  numbers  gainfully  em- 
ployed as  denominators.    Yet  this  second  mean  has 
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as  valid  a  title  as  the  first  to  be  tiie  ratio  attributed 
to  the  ''average  state." ^  With  complete  wei^tiiig  the 
two  means  are  brou^t  into  agreement.  But  they  no 
longer  indicate  a  "fictitious/'  "representative,"  or  "typ- 
ical" condition.  They  express  for  the  United  States  as 
a  whole  the  ratio  between  the  aggregate  number  gain- 
fully employed  and  the  aggregate  population.  In  a 
similar  way  the  completely  weighted  arithmetic  mean 
which  we  have  been  discussing  is  not,  properly  speaking, 
an  average  of  separate  classes  of  prices.  The  ratio  be- 
tween the  total  amount  of  money  exchanged  for  goods 
and  the  total  quantity  of  goods  exchanged  for  money 
directly  expresses  the  general  or  aggregate  price  level. 

It  should  be  clear,  of  coiu-se,  that  this  method  of  sum- 
mation, of  finding  a  ratio  between  aggregates,  may  be 
used  appropriately  in  obtaining  a  general  expression  for 
other  groupings  of  price  ratios  than  those  which  corre- 
spond to  P  in  the  equation  of  exchange.   The  general 
price  level  of  goods  produced,  of  consumers'  goods,  of 
exports  or  imports,  etc.,  may  likewise  be  expressed  as 
ratios  of  aggregates.   For  each  special  problem  there  is 
a  different  selection  and  a  different  weighting  of  the 
price  ratios  which  enter  into  the  aggregates.   The  ratio 
P,  how^ever,  alone  has  a  right  to  be  termed  the  general 
price  level.   For  price  is  a  fact  of  exchange  rather  than 
of  production  or  consumption.  If  prices  are  themselves 
to  be  taken  as  our  fundamental  facts,  all  the  prices  that 

1  A  somewhat  similar  problem  is  created  by  the  requirement  of  the  Constitution 
that  "Representatives  shall  be  apportioned  among  the  several  states  according  to  their 
respective  numbers."  The  arithmetic  mean  will  in  general  lead  to  different  apportion- 
ments according  as  "representatives"  or  "respective  numbers*'  are  denoted  by  the 
numerators  of  the  fractions  used  to  express  apportionment  ratios.  Precedent  and  tradi- 
tion support  the  present  practice  of  using  the  first  of  these  two  forms.  This  gives  resblts 
which  in  the  long  run  are  more  favorable  to  the  larger  states  than  would  be  obtained  by 
using  the  reciprocals  of  such  fractions.  Dr.  J.  A.  Hill  and  Professor  E.  V.  Huntington 
have  shown  that  this  particular  problem  calls  for  the  use  of  the  geometric  rather  than 
the  arithmetic  mean.  With  the  geometric  mean,  of  course,  the  form  the  fractions  take  is 
a  matter  of  indifference,  for  the  geometric  mean  of  the  reciprocals  of  fractions  is  the 
reciprocal  of  the  geometric  mean  of  the  fractions  in  their  original  form. 
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occur  have  to  be  taken  into  account.  That  is,  all  ex* 
changes  must  be  taken  mto  account.  And  smoe  ex- 
change involves  two  sorts  of  magnitudes  —  quantities 
of  money  and  quantities  of  goods  —  neither  magnitude 
taken  alone  gives  a  safe  basis  for  weighting. 


Some  aspects  of  the  matter  may  be  brought  into^a 
clearer  light  by  a  geometrical  device.  The  equation  of 
exchange  may  be  represented  by  a  right-angled  triangle, 
as  in  the  accompanying  diagram.    The  horizontalWd 


Of^ 


M. 


vertical  sides  represent  T  and  M  respectively,  while  P  is 
the  tangent  M/T,  the  slope  of  the  third  side,  OA.^ 

Knowledge  of  the  absolute  magnitudes  of  M  and  T 
would  give  us  the  value  of  P.  But  the  most  available 
and  certainly  the  most  trustworthy  data  are  observa- 
tions on  the  price  ratios  at  which  different  goods  are 

>  Similarly,  the  tancent  Mi/Ti  is  Pi,  the  price  level  in  eome  other  year.  Individual 
weighted  prices  are  represented  by  m/t,  rn^/fi,  etc.  They  are  placed  on  the  diacram  so  as 
to  illustrate  the  summational  method,  viewed  as  the  addition  of  vectors.  To  Uhistiatt 
the  method  of  least  squares  these  small  triangles  should  be  so  placed  as  to  have  a  eom- 
mon  origin  at  Oi. 
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exchanged  for  money.  These  may  be  supplemented,  we 
must  assiune,  by  some  knowledge  of  the  relative  magni- 
tudes of  the  voliune  of  trade  in  tiie  same  goods.  That  is, 
our  data  are  certain  p's  and  t's.  Our  facts  are  incomplete. 

What  is  the  best  method  of  inferring  from  our  partia 
observations  the  most  probable  value  of  P,  that  is,  the 
most  probable  slope  of  the  line  OA? 

If  each  reported  price  (itself  to  be  interpreted  graph- 
ically as  a  tangent  or  slope)  be  taken  as  a  separate  and 
independent  observation  on  the  value  of  P,  that  is,  on 
the  tangent  or  slope  M/T,  the  problem  is  obviously  that 
of  fitting  a  straight  line  to  a  number  of  observed  points, 
each  subject  to  imknown  but  presumably  unbiased 
errors.  The  method  of  least  squares  suggests  itself.  This 
method,  it  will  be  remembered,  involves  the  principle 
of  the  arithmetic  mean.  The  appropriate  formula  is: 
P  =  S  (<m)/S  (P)  =  S  (<»p)/2  (P). 

Where  only  one  physical  unit  of  each  conmoiodity  is 
taken  into  accoimt  this  formxila  becomes  2)(p)/n,  the  un- 
weighted arithmetic  mean  of  unit  prices.  Graphically 
this  may  be  interpreted  by  conceiving  the  slope  of  the 
line  as  determined  by  passing  it  through  the  origin  and  a 
point  fixed  by  the  arithmetic  mean  of  the  n  values  of  the 
ordinate  m  at  the  point  where  the  abscissa  t  is  imity. 

Taking  the  different  magnitudes  of  t  into  account, 
the  method  gives  a  less  familiar  result.  The  ratio 
Z(<^p)/2(^)  is  an  arithmetic  mean  weighted  in  accord- 
ance with  the  squares  of  the  numbers  of  conmiodity 
units  sold  at  the  stated  prices.  That  is,  it  is  what  is 
conunonly  deemed  a  properly  weighted  arithmetic  mean, 
operated  upon  by  again  multiplying  its  different  com- 
ponent terms  by  the  weights  already  used. 

But  the  old  difficulty  remains.  Invert  the  triangle, 
using  its  base  as  an  axis,  and  then  rotate  it  in  a  clockwise 
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direction  so  that  its  vertical  side  becomes  horizontal. 
The  slope  of  the  hsrpothennse  is  now  T/Af,  or  1/P. 
The  f onnula  for  determining  this  slope,  according  to  the 

method  of  least  squares,  is  S  {mt)  /S  (m*) ,  or  S  i — j  /S  f  m*) . 

Letting  m  equal  imity  this  gives  Z  f  -  j  /n,  the  reciprocal 

of  the  unweighted  harmonic,  not  of  the  unweighted  arith- 
metic mean.  Nor  is  the  weighted  form,  2)(mf)/2)fm'), 
the  reciprocal  of  the  correlative  fonn  previously  found, 
2;(«m)/S(^).  Then-  product  is  [2;(m/)]V[2(m«)  X  2;(f«)], 
which  is  not,  in  general,  equal  to  imity. 

As  between  these  two  weighted  forms  there  seems  to 
be  no  ground  of  preference.  But  they  may  be  combined 
or  averaged  so  as  to  give  each  of  them  equal  wei^t. 
This  is  best  done  by  using  the  geometric  mean.    The 

result  is  V2;(m*)/2;(<*),  or  ^Ii{Pp^/li(f^.  The  method  of 
least  squares,  therefore,  does  not  lead  to  the  ratio  of  ag- 
gregates, but  to  another  weighted  arithmetic  mean,  the 
square  root  of  a  weighted  average  of  squares  in  which 
the  weights  are  also  squared. 

The  use  of  this  formula,  novel  as  its  application  to 
price  statistics  is,  might  perhaps  be  justified  in  cases 
where  the  price  quotations  available  could  proi)eriy  be 
regarded  as  merely  a  relatively  small  random  sample  of 
the  complete  series  of  actual  prices.  At  any  rate,  this 
weighted  average  of  squares  is  the  only  defensible  form 
of  arithmetic  mean  of  actual  prices  which  can  be  re- 
garded as  ''representative"  rather  than  ''summational" 
or  "aggregatic."* 

In  general,  however,  the  analogy  between  the  relation 
of  observed  prices  to  the  general  price  level  and  the  rela- 

1  A  uMf  ul  dmedpdv  adjtotiTe,  sugieitad  by  Fttdmaat  Inring  FblMr. 
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tion  of  points  j^ven  by  experimentation  or  obsenration 
to  the  equation  of  the  best-fitting  curve  or  line  may 
easily  be  stressed  too  heavily  •  Price  statistics  are  not,  in 
a  strict  sense,  independent  observations  of  an  unknown 
magnitude  —  the  general  price  level.  Each  recorded 
observation  is  a  partial  rather  than  an  independent 
report  on  that  magnitude.  The  antecedent  and  the 
consequent  of  the  reported  price  ratio  txitesr  into  the 
sums  which  constitute  the  antecedent  and  ccmsequent 
of  the  general  price  ratio. 

If  all  exchanges  were  reported,  the  equation  of  ex- 
change could  be  written  P  »  2(m)/2(0.  And  if,  tho 
not  complete,  oiu*  list  of  reported  prices  is  reasonably 
large  and  representative ,  it  may  be  used  to  give  a  partial 
sum.  That  is,  we  take  2;(m)/2(0  as  ^ving  a  workable 
approximation  to  M/T.  We  must  iassume,  therefore, 
either  that  the  remainders  M—Xim)  and  7—2(0  are 
relatively  small  as  compared  with  2(m)  and  2(0i  or  that 
the  unknown  ratio  [Af-2(m)]/[r-2(01  is  not  likely 
to  be  greatly  at  variance  with  the  ratio  Z(m)/Z(0,  and 
as  likely  to  be  above  it  as  below  it. 

In  practice,  as  we  have  already  seen,  this  method 
means  the  use  of  the  ratio  of  aggregates.  Graphically, 
this  amounts  to  determining  the  slope  of  the  line  OA  by 
passing  it  through  a  point  whose  ordinate  is  2(m)  and 
whose  abscissa  is  2(0-  This  is  equivalent,  of  course,  to 
the  addition  of  a  series  of  vectors,  each  of  which  is  de- 
termined by  a  particular  weighted  price  ratio,  m/t,  just 
as  OA  is  determined  by  M/T. 

With  the  general  price  level  determined  there  is  no 
technical  difficulty  in  the  way  of  comparing  one  year's 
prices  with  another's  by  constructing  a  series  of  index 
niunbers  representing  the  fluctuations  of  the  general 
price  level.  It  is  necessaiy  only  that  the  price  level  in 
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each  gucoesaive  year  be  expressed  as  an  independent 
magnitude.  Witii  this  condition  met  rdative  changes 
in  the  price  level  are  easily  determined.  The  results 
do  not  depend  upon  the  selection  of  a  particular  basing 
year  or  period. 

li^th  constant  weighting  2(0  is  constant,  and  the  in- 
dex numbers  express  merely  the  fluctuations  of  2;(m). 
In  this  f onn  index  nimibers  of  the  general  price  level  are 
the  'Weighted  sums"  which  several  recent  writers  have 
ranked  among  the  better  index  numbers,  and  which 
have  proved  themselves  serviceable  in  practice.  But 
tho  free  from  some  of  the  defects  of  other  familiar  types 
of  index  nmnbersi  these  weighted  sums  are  not  ^oUy 
satisfactory  expressions  of  the  general  price  level.  They 
indicate  merely  the  varying  amounts  of  money  pay- 
ments required  by  sales  of  constant  quantities  of  goods 
at  prices  determined  in  part  by  the  condition  that  such 
sales  have  not  in  fact  been  constant.  Or  with  other 
weights  than  ty  they  may  indicate  the  chan^mg  market 
value  of  a  constant  volume  of  production,  or  the  chang- 
ing cost  of  a  fixed  bill  of  goods  or  of  a  fixed  standard  of 
living. 

Another  sort  of  weighted  sum  is  possible.  If  2(m) 
and  its  constituent  parts  are  treated  as  constants  ZU) 
would  serve  as  a  weighted  sum.  Its  variations  would 
show  the  fluctuations  in  the  volume  of  goods  that  would 
be  sold  under  the  condition  that  constant  amoimts  of 
money  are  assigned  to  the  purchase  of  each  conunodity 
at  prices  determined  in  part  by  the  condition  that  money 
payments  are  not,  in  fact,  constant. 

The  two  different  types  of  weighted  sums  give  dif- 
ferent, and  inconsistent,  index  nimGibers.  There  ia|jQO 
reason  to  prefer  one  to  the  other  as  an  index  of  the 
^'general  level  of  prices."  For  this  purpose  ndtiier  is 
satisfactoiy.    Each  has  its  own  significance,  but  this 
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significance  lies  in  the  particular  meaning  deteimined 
by  the  method  of  construction.  Paucity  of  data  makes 
the  second  type  impracticable  except  for  the  study  of 
limited  fields  of  production,  consumption,  and  trade. 
But  it  has  a  better  right  than  the  other  to  be  considered 
an  index  of  the  "purchasing  power  of  money.'' 

As  compared  with  the  wdghted  sum,  the  ratio  of  ag- 
gregates has  not  met  with  equal  favor.  This  may  be  ae- 
coimted  for  by  a  variety  of  circumstances.  Doubtiess 
the  limitations  in  the  meanings  of  other  types  of  index 
numbers,  including  wei^ted  sums,  have  not  always 
been  fully  realized.  Moreover,  the  magnitudes,  even  the 
relative  magnitudes,  of  t  (as  of  other  possible  wei^ts 
that  might  represent  physical  quantities)  are  so  incom- 
pletely and  inaccurately  known  as  to  discourage  at- 
tempts to  estimate  and  utilize  their  fluctuations  in  index 
numbers  of  the  general  level  of  prices.  Most  of  all,  I 
suspect,  it  has  been  felt  that  an  average  into  which  enter 
such  heterogeneous  things  as  tons,  yards,  gallons,  and 
dozens,  is  devoid  of  meaning. 

With  respect  to  this  last  objection  it  should  be  ob- 
served that  for  ascertaining  the  price  level  there  would  be 
no  advantage  in  converting  these  incongruous  physical 
units  into  some  conmion  measure,  tons  for  example,  as 
is  sometimes  done  in  statistics  of  foreign  trade.  This 
would  merely  introduce  a  new  and  deceptive  system  of 
weighting.  Moreover,  price  ratios  between  homogeneous 
money  imits  and  heterogeneous  units  of  goods  are  them- 
selves comparable  things,  and  such  ratios  are  all  that  is 
involved  in  the  ratio  of  aggregates.  The  price  ratio  itself 
is  taken  as  the  fundamental  statistical  datum.  In  that 
ratio  each  physical  imit  figures  merely  as  the  quantum 
in  terms  of  which  prices  are  made  and  recorded.  Viewed 
as  quantities  the  different  sorts  of  physical  units  are, 
admittedly,  not  properly  comparable  one  with  another. 
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But  they  are  used  here  merely  as  terms  in  ratios,  and  the 
comparability  of  such  ratios  is  implied  in  the  very 
phrase,  "the  general  level  of  prices." 

A  serious  difficulty  appears,  however,  when  the 
changing  volmne  of  trade  in  di£ferent  types  of  com- 
modities is  taken  into  account.  Other  things  being 
equal,  if  sales  of  commodities  whose  unit  prices  are  low 
come  to  make  a  larger  proportion  of  the  total  volume  of 
exchanges,  the  fact  will  be  reflected  in  a  lower  general 
level  of  prices.  Similarly,  if  the  sales  of  commodities 
whose  unit  prices  are  high  grow  faster  than  other  sales, 
the  general  level  of  prices  will  be  higher.  While  not 
without  their  own  significance,  changes  of  this  kind 
obscure  the  action  of  larger  forces. 

For  this  reason,  and,  so  far  as  I  now  see,  for  this  rea- 
son only,  there  is  some  advantage  in  measuring  trade  in 
''dollar's  worths"  rather  than  in  sin^e  physical  imits. 
Conversion  of  physical  imits  into  ''dollar's  worths"  may 
be  effected  on  the  basis  of  the  prices  that  prevail  in 
either  of  any  two  years  whose  price  levels  are  to  be  com- 
pared. For  that  year  the  general  price  level  becomes 
unity.  For  the  otlier  year  it  becomes  2;(mi)/2;(tipo)i  or 
^{tipi)/X(tipo)f  where  t  still  represents  the  number  of 
physical  units  sold  at  the  imit  price  p,  and  the  subscripts 
0  and  1  indicate  respectively  the  basing  year  and  the 
other  year. 

This  result,  'S{tipi)/X{tipo)j  may  be  taken  as  an  ex- 
pression of  the  reiative  price  level.  like  the  absolute 
price  level  it  is  a  ratio  between  the  voliune  of  money 
payments  and  the  quantity  of  goods  purchased,  but  in 
this  case  the  quantity  of  goods  is  measured  not  in  tons, 
yards,  bushels,  etc.,  but  in  the  amounts  that  were  ex- 
changed for  a  dollar  in  the  basing  year.  In  form,  how- 
ever, this  result  is  merely  a  ratio  between  wde^ted 
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sums  of  unit  prices,  the  constant  weights,  it  will  be 
noted,  being  not  those  of  the  base  year,  but  those  of  the 
year  whose  price  level,  relative  to  that  of  the  basing 
year,  is  sought.  But  it  has  a  meaning  and  significance 
not  usually  attached  to  ratios  between  weighted  sums. 
One  difficulty  remains.  If  the  basing  jrear  is  shifted, 
so  that  the  price  level  in  what  had  be^i  the  basing 
year  is  now  expressed  as  relative  to  that  of  the  other 
year  (which  now  becomes  imity),  we  have  the  fonn, 
^(toPo) /^(Upi) '  This  is  not  in  general  the  reciprocal  of 
the  other  form,  ^(hpi)  f^{tip^ .  Here  again  the  geometric 
mean  may  properly  be  used  to  combine  the  two  incon- 
sistent results.^  We  then  have  as  the  expression  of  the 
relative  general  price  level  in  the  year  denoted  by  tiie 


f2;(<ip0..s(<oPi) 


subscript  l:\=t^X 


S(<iPo)       2(<oPo) 

I  have  the  more  confidence  that  this  is  an  acceptable 
solution  of  the  particular  problem  in  hand  because  Pro- 
fessor Irving  Fisher  has  abeady  reached  precisely  this 
result  and  has  adjudged  it  to  be  the  best  of  the  different 
formulas  he  has  examined  and  tested.'  Furthermore, 
Professor  Fisher's  result  has  the  weighty  approval  of 
Mr.  C.  M.  Walsh.*  So  far  as  I  know,  however,  the 
analysis  by  which  I  have  reached  this  conclusion  runs 
along  lines  which  differ  from  those  Professor  Fisher  and 
Mr.  Walsh  have  followed.  It  is  possible,  therefore,  that 
in  attempting  to  find  my  way  into  the  fundamentals  of 
the  problem  I  have  done  something  to  strengthen  the 
logical  foimdations  of  Professor  Fisher's  index  ntmiber.^ 

>  The  propriflftj  of  urine  the  seometiio  maan  hiogw  on  the  f aet  thet  if  the  two  ex- 
pft— tone  were  in  agreement  their  producl  would  be  uni^. 

•  Quarterly  PubBoetlona  of  the  AoMrioan  Statktieal  Aaaociation,  Bfarch,  IMl,  p. 
030. 

•  lUd..  p.  639. 

•  It  ia  fair  to  aay  that  moat  of  the  naulta  of  the  preeent  paper  were  preaeated  to  the 
Eoonomica  Seminar  at  Cornell  UniTenity  nearly  two  yeara  ago.  I  did  not  at  that  time, 
howaiw,  aatteat  that  the  geometiio  mean  be  uMd  to  get  a  aynthaaii  of  two 
tentieauHa. 
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On  the  basis  of  the  evidence  now  in  hand  I  believe 
this  to  be  the  best  single  index  number  of  the  general 
level  of  prices.  It  is  less  likely  to  be  deceptive  than  any 
other  formula  that  I  happen  to  know.  I  mean  that  it 
gives  a  more  direct  and  imequivocal  answer  to  the 
particular  questions  most  students  of  changes  of  the 
price  level  are  likely  to  have  in  mind.  But  I  fear  that  no 
single  index  niunber  will  a£f ord  a  sufficient  answer  to  all 
such  questions. 

It  should  be  clear,  moreover,  that  in  the  present  paper 
we  have  been  concerned  solely  with  the  problem  of 
changes  of  the  general  price  level.  The  measurement  of 
average  changes  in  prices  is  in  some  respects  a  distinct 
and  different  problem. 

Alltn  a.  Youno. 

Habyabd  Unzybbbitt. 


RECIPROCITY  WITH  CANADA.    THE 
CANADIAN  VIEWPOINT 

SUMMARY 

Hie  reciprocity  agreement  of  1911, 574.  —  Its  rejeetioo  by  Cunaifa, 
578.  —  Reciprocity  and  the  Underwood  tariflf,  582.  —  Canadian  iaiiS 
amendments,  1911-20,  582.  —  The  trade  between  the  two  oo«iiitrieB» 
1910-20,  585.  —  The  present  status  of  reciprocity  in  Caaadis  588. — 
Ckxndusions,  591. 

I.  Reciprocitt  Aorebment  of  1911 

It  is  not  surprising  that  the  rejection  by  the  Canadian 
people,  throu^  their  verdict  in  the  general  election  of 
1911,  of  the  reciprocity  agreement  then  negotiated  at 
Washington  by  representatives  of  the  Canadian  and 
American  governments,  should  have  appeaiied  per^ 
versely  unaccountable  both  to  the  general  public  in  the 
United  States  and  to  the  liberal  party  in  Canada  itself. 
Ever  since  the  summary  repeal  of  the  Elgin  Reciprocity 
Treaty  in  1866  —  action  which  contributed  not  in- 
significantly to  the  consummation  of  Canadian  con- 
federation in  the  following  year  —  successive  missions 
and  overtures  from  Ottawa  had  sou^t  to  secure  a  re- 
newal of  reciprocity  relations,  and  reciprocity  with  the 
United  States  was  a  common  plank  in  the  platforms  of 
both  political  parties  in  Canada.  The  distant  British 
market  and  the  meagre  domestic  demand  gave  little  in- 
ducement to  the  development  of  the  country's  resources, 
while  the  high  protective  policy  of  the  United  States 
largely  shut  off  the  nearest  and  most  important  market. 
The  repeated  rejection  of  the  successive  negotiations  for 
a  new  reciprocity  agreement  or  modified  tariff  conoee- 
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sions,  and  the  opening  up  of  an  all-Canadian  transcon- 
tinental route  with  the  completion  of  the  Canadian 
Pacific  Railway,  led  Canada  to  adopt  a  national  policy 
of  protection,  while  the  passing  of  the  McKinley  and 
Dingley  tariffs  made  it  necessary  for  her  to  seek  closer 
trade  relations  with  Great  Britain  as  a  substitute  for  the 
prohibitive  American  market.  Sir  Wilfrid  Laiuier  had 
announced  at  the  time  of  his  election  to  the  premiership 
in  1896  that  ''there  will  be  no  more  pilgrimages  to  Wash- 
ington/' and  in  the  following  year  the  first  installment  of 
the  Britidi  Preference  (amoimting  to  one-eighth)  was 
placed  upon  the  tariff  book.  The  enlargement  of  this 
preference  to  one-third  in  1900,  and  its  reciprocal  ex- 
tension to  other  parts  of  the  empire,  followed  by  the 
creation  of  an  Intermediate  Tariff  extended  by  treaty 
to  France  and  later  to  Belgium,  had  been  pursued  in 
order  to  open  to  Canada  alternative  overseas  markets, 
and  thus  to  lessen  her  conunercial  dependence  upon  her 
powerful  neighbor. 

While  thus  discontinuing  active  overtures  to  Wash- 
ington and  pursuing  the  alternative  policy  of  national 
protection  and  preferential  trade,  Canada  never  ceased 
to  entertain  the  prospect  of  freer  commercial  relations 
with  the  country  where  her  economic  interests  most 
naturally  lay.  The  enactment  of  the  Payne-Aldrich 
tariff  in  1909,  the  penalizing  maximum  rates  of  which 
would  apply  to  Canada  unless  specially  ^cempted  by 
ihe  Preeddent,  made  the  establishment  of  some  direct 
trade  arrangement  between  the  two  countries  seem  well- 
nigh  imperative. 

Accordingly,  when  in  return  for  purely  nominal  tariff 
modifications  extending  the  Canadian  intermediate 
rates  to  m  dozen  unimportant  imports,  Preeddent  Taft 
had  aimannced  that  the  Payne-Aldrich  maximum  rates 
would  not  be  extended  to  Canada,  and  when  this  was 
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followed  by  an  invitation  from  Washington  for  a  con- 
ference to  consider  a  liberal  readjustment  of  Canadian- 
American  teade  relations,  the  Laurier  ministry  f^t  that 
the  time  had  at  last  arrived  when  the  long-awaited 
agreement  of  commercial  reciprocity  could  be  most  ad- 
vantageously n^otiated.  The  growing  demand  in  the 
United  States  for  a  g^ieral  lowering  of  the  tariff,  espe- 
cially  on  foodstuffs  and  raw  materials,  gave  reason  to 
expect  that  a  reciprocity  arrangement  formulated  at 
this  time  would  not  be  on  terms  tmf avorable  to  Canada. 

The  pact  eventually  drawn  up  by  Secretary  Knox  for 
the  United  States  and  by  Messrs.  fielding  and  Patteracm 
for  Canada  provided  for  its  validation,  not  by  treaty 
ratification  but  by  concurrent  legislation  at  Washington 
and  Ottawa.  Its  scope  was  confined  largely  to  the  prod- 
ucts of  the  farm,  forest,  mine  and  fisheries,  raw  and 
semi-prepared,  and  to  machinery  and  implements  of 
production.  Manufactures  generally  were  not  included, 
as  the  Canadian  government  was  not  prepared  to  reduce 
the  protection  demanded  by  eastern  Canadian  manu- 
facturers. On  the  Canadian  side  the  agreement  was 
designed  to  meet  especially  the  growing  insistence  of  the 
western  farmers  upon  freer  access  to  market  in  the 
United  States  and  for  cheaper  agricultural  machinery 
and  implements. 

This  object  appeared  to  be  amply  secured  by  the  in- 
clusion in  the  free  list  of  cattle,  hogs,  sheep,  and  horses; 
wheat,  barley,  oats,  hay,  flaxseed,  imd  potatoes;  butter, 
cheese,  and  eggs;  with  reduced  duties  on  meats,  bacon, 
hams,  canned  vegetables,  and  wheat  flour.  The  reduc- 
tion in  farming  machinery  and  construction  materials 
was  less  than  the  farmers  would  have  desired,  but  the 
claims  of  Canadian  manufacturers  of  these  articles 
could  not  be  altogether  ignored  by  the  government. 
Neverthdess  reductions  of  from  7}  to  25  per  cent  were 


RBCIPROCIT7  WITH  CANADA  STl 

made  on  agricultural  machinery  and  implements,  auto- 
mobiles, cem^it  and  coal,  while  sawed  lumber,  shini^es, 
cream  separators  and  binder  twine  were  confirmed 
''free/'  The  biggest  advantage  from  the  Canadian 
farmers'  viewpoint  was  the  removal  of  the  27}  per  cent 
duty  on  cattle,  and  free  access  to  the  Minneapolis  and 
Chicago  wheat  markets,  where  prices  ordinarily  ranged 
several  cents  higher  than  at  TVinnipeg  and  from  which 
the  duty  of  25  cents  per  bushel  had  hitherto  limited 
Canadian  wheat  exports  to  considerably  less  than 
$500,000  value  annually. 

Even  apart  from  the  farming  community,  the  in- 
terests of  other  groups  of  the  population  seemed  to  be 
served  rather  than  menaced  by  the  operation  of  the  re- 
ciprocity agreement.  The  border  trade  of  convenience  in 
food  commodities,  especially  in  fruits,  vegetables,  and 
meats,  as  well  as  in  coal  and  lumber,  was  bound  to  be 
generally  advantageous  to  the  consumers  of  a  popula- 
tion mainly  distributed  along  an  enormously  extended 
frontier.  The  protection  which  the  manufactiurers 
claimed  as  their  indisputaUe  right  was  scarcely  breached, 
much  less  than  the  agrarians  and  free  traders  would 
have  desired.  The  pulp  and  paper  manufacturers  were 
reassured  by  the  action  of  the  Dominion  government  in 
announcing  that  it  had  neither  the  power  nor  the  intent 
to  interfere  with  the  regulations  of  the  provinces  requir- 
ing all  pulpwood  cut  on  leased  crown  lands  to  be  manu- 
factured in  Canada.  They  were  aware,  moreover,  that 
in  spite  of  Section  2  of  the  Canadian  Reciprocity  Act 
passed  by  Congress,  which  retained  a  duty  on  pulp  and 
pap^  manufactured  from  crown  land  pulpwood,  the 
needs  of  American  publishers  would  sooner  or  later 
bring  about  the  unconditional  free  admissbn  oi  Cana- 
dian pulp  and  pi4>er.  In  the  maritime  provinces  the 
free  admission  of  Canadian  fish  to  American  maikets 
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was  a  long  desired  conoessipny  while  the  Nova  Scotia 
coal  producers  whose  market  did  not  reach  into  Ontario 
were  not  threatened  appreciably  by  the  8  cent  reducticm 
on  coal  imports  into  Canada. 

II.  Rejection  of  Reciprogitt  in  Canada 

On  what  grounds  then  was  such  an  evidently  advan- 
tageous trade  agreement  so  emphatically  rejected  by  the 
Canadian  people  in  1911?  Why  did  they  now  refuse  the 
realization  of  a  convention  which  had  been  a  popular 
demand  and  an  object  of  Canadian  statesmanship  for 
nearly  half  a  century?  As  is  usually  the  case  in  the  pub- 
lic discusfflon  of  trade  relations,  the  purely  economic 
aspects  became  involved  ui,  and  distorted  by,  considerar 
tions  of  party  politics,  nationalism,  and  in  this  case,  of 
Imperialism  as  well.  The  factors  that  contributed  to  the 
defeat  of  the  agreement  and  of  the  govemm^it  which 
championed  it,  altho  their  influence  was  a  decidedly 
complex  one,  may  be  summarized  with  suflScient  dis- 
tinctness. 

1.  First  and  most  decisive  was  the  reference  of  the 
issue  to  the  arbitrament  of  a  general  election  following 
a  prolonged  and  embittered  partisan  debate  in  the 
House  of  Commons.  The  result  was  strikingly  similar 
to  that  which  recently  occurred  in  this  country  when 
the  League  of  Nations  issue,  after  the  violent  and  ob- 
structive contest  over  the  reservations  in  the  Senate, 
was  flung  into  the  arena  of  the  presidential  election.  In 
each  case  the  party  which  espoused  the  respective  pacts 
was  due  to  pass  out  of  power  in  the  ordinary  trend  of 
political  events,  and  every  partisan  charge  which  could 
be  brought  against  the  government  counted  against  the 
agreement  and  the  covenant  themselves. 

2.  Again,  as  the  slogan  of  ''America  First''  domi- 
nated the  recent  presidential  election,  so  the  appeal  to 
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flux  of  immigration  into  the  western  provinoesy  the  con* 
struetion  of  two  new  transcontinental  railway  syBtems, 
the  rapid  development  of  overseas  trade,  and  the  rise  of 
large  manufttctuiJng  industries  imder  a  policy  of  pio* 
tectioni  had  combined  to  give  Canadians  a  growing 
sense  of  self-reliance.  A  great  many  of  those  who  fore* 
saw  that  the  reciprocity  measure,  with  its  inevitable 
extensions,  would  divert  trade  and  traffic  from  the 
hardly  constructed  east  and  west  channels  into  the 
broad  and  eai^  north  and  south  courses,  feared  that  this 
would  weaken  national  solidarity  and  interprovincial 
interdependence. 

4.  While  no  Canadian  manufacturing  industrieB  were 
directly  threatened  by  the  reciprocity  airangemeots,  the 
Canadian  Manufacturers  Association,  whidi  exercised 
great  influence  in  the  East,  arrayed  itsdf  against  it,  as 
the  first  installment  of  an  anticipated  general  tariff 
reduction.  They  feared  that  if  the  western  farmars 
should  sell  their  crops  and  live  stock  extensively  in 
American  maikets,  they  would  inevitably  tend  to  pur- 
chase machinery  and  manufactured  goods  from  the  same 
quarter.  Manufacturers  strenuously  represented  that 
tiie  agreement  would  vitally  affect  the  interests  of 
Canadian  labor  by  confining  it  to  the  production  of  raw 
materials,  and  shifting  it  from  those  manufacturing  oc- 
cupations in  which  the  highest  wages  were  paid.  Canar 
dian  wheat  would  be  ground  at  Minneapolis  instead  ci 
at  Winnipeg  and  Montreal;  Canadian  yeariing  cattle 
would  be  fattened  in  the  Mississippi  valley;  the  Canar 
dian  meat  packers  would  be  put  out  of  business  by  the 
Chicago  trust;  the  Ontario  fruit  growers  would  be 
ruined  by  the  earlier  American  supplies.  The  powerful 
interests  of  the  Canadian  railways,  fearful  for  their  inr 
terprovincial  traffic,  were  aligned  beside  the  manufac- 
turers. 
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5.  One  of  the  most  valid  objections  raised  against  the 
arrangement  was  the  insecurity  of  its  duration.  Based 
on  concurrent  legislation  in  the  two  countries,  it  would 
be  subject  to  summary  abrogation  at  the  pleasure  or 
caprice  of  either  party.  A  revision  or  amendment  by 
one  side  might  invalidate  the  whole  pact.  Its  adoption 
would  mean  the  diversion  of  Canadian  trade  from  its 
newly-established  overseas  channels  and  its  readjust- 
ment to  reciprocity  relations.  A  sudden  termination  of 
the  agreement,  after  this  change  had  been  accomplished, 
might  cause  a  serious  embarrassment  to  Canadian 
commerce. 

6.  Those  who  were  familiar  with  American  economic 
conditions  and  who  regarded  reciprocity  as  the  playing 
off  of  one  ''concession"  against  another,  foresaw  that  a 
lowering  of  American  duties  on  foodstuffs  and  raw  mar 
terials  was  pending  in  any  case,  and  that  merely  by 
waiting  Canadian  farmers  and  pi^r  manufacturers 
might  very  soon  expect  freer  access  to  American  mar- 
kets, without  bargaining  for  it  by  corresponding  con- 
cessions. 

Out  of  this  electionrtime  complex  of  calculation,  senti- 
ment and  prejudice,  emanated  in  September,  1911,  a 
popular  verdict  which  swept  away  the  Liberal  adminis- 
tration and  its  negotiated  pact,  returning  133  Conserva- 
tives and  88  Liberals.  The  effective  victory  was  won  in 
the  province  of  Ontario,  where  Imperial  and  manufac- 
turing interests  were  most  strongly  entrenched,  and 
whose  enormous  majority  for  the  Conservative  party 
more  than  offset  the  net  Liberal  majority  in  the  remain- 
der of  the  countiy.  The  prairie  provinces,  Alberta  and 
Saskatchewan  (altho  not  Manitoba)  as  well  as  the 
maritime  provinces  declared  themselves  emphatically 
for  reciprocity. 


RBCIPBOCITY  WITH  CANADA  583 

Canada  to  tax  or  restrict  the  export  of  that  particular 
consignment  or  the  wood  from  which  it  had  been  made. 
As  the  five  provinces  owning  pulpwood  forests,  namely 
British  Columbia,  Ontario,  Quebec,  New  Brunswick, 
and  Nova  Scotia,  all  had  laws  requiring  that  leases  to 
cut  pulpwood  on  crown  lands  could  be  granted  only  on 
condition  that  the  pulpwood  so  cut  should  be  manu- 
factured in  Canada,  the  intent  of  the  American  enact- 
ment was  to  apply  pressure  for  the  removal  of  these 
provincial  restrictions  by  discriminating  in  favor  of 
pulp  and  paper  produced  from  pulpwood  cut  on  private 
lands.  The  actuating  policy  of  the  Canadian  provinces 
was  the  development  within  their  borders  of  the  pulp 
and  paper  industiy  for  which  it  was  felt  that  Canada's 
great  forest  and  waterpower  resources  gave  her  a  natural 
advantage.  Since  these  laws  were  provincial  crown  land 
regulations  and  not  impositions  of  export  duties,  the 
Dominion  government  had  no  jurisdiction  over  thdr 
enactment  or  enforcement,  and  had  on  that  account  de- 
clined to  include  free  pulp  and  paper  in  Schedule  A,  so 
long  as  the  American  rates  remained  conditional.  In 
practice  it  became  very  difficult  for  the  American  cus- 
toms authorities  to  ascertain  whether  any  particular 
consignment  of  pulp  or  paper  had  been  manufactured 
from  crown  land  or  private  land  pulpwood,  and  evasions 
were  frequent.  Moreover,  the  insistent  demand  of  the 
powerful  American  Newspaper  Publishers  Association 
for  unconditional  free  paper  and  the  growing  realisation 
of  the  need  for  conservation  of  American  forests,  to- 
gether with  the  failure  of  Section  2  to  secure  any  relaxa- 
tion in  the  provincial  regulations,  combined  to  procure 
in  the  Underwood  tariff  tibe  unconditional  free  importa- 
tion of  wood  pulp  of  all  kinds  and  of  ordinary  printing 
paper,  not  exceeding  in  value  2}  cents  per  pound.  In 
1916,  when  the  price  of  newsprint  had  so  increased  that 
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it  no  longer  came  in  free  under  this  valuation,  5  cents  a 
pound  was  substituted  for  2}  cents.  In  April,  1920,  the 
President  signed  a  bill  raising  the  exemption  limit  to  8 
cents  for  a  period  of  two  years. 

Let  us  now  examme  the  opposite  tariff  fence  and 
observe  what  sections  Canada  may  have  lowered  or 
moved  during  the  period,  after  having  declined  to 
model  the  barrier  according  to  the  1910  specifications. 
We  shall  find  the  structure  substantially  intact.  There 
has  been  no  general  revision  of  the  tariff  in  Canada 
since  1907,  the  Conservative  party  which  took  office 
after  the  reciprocity  election  being  committed  to  the 
preservation  of  the  existing  tariff.  During  the  greater 
part  of  the  period,  moreover,  Canada  was  in  a  state  of 
war,  and  her  tariff  amendments  took  the  form  prin- 
cipally of  Orders-in-Council,  dictated  by  the  exigencies 
of  war  and  war  finance  rather  than  by  any  considered 
trade  policy.  Under  these  conditions  the  tariff  was 
actually  raised  for  emergency  purposes.  The  Customs 
War  Revenue  Act  of  1915  levied  an  additional  war  tax 
of  5  per  cent  on  "preferential"  imports,  and  7J  per  cent 
on  the  intermediate  and  general  schedules.  This  was 
even  extended  to  many  articles  on  the  free  list,  but  did 
not  affect,  generally,  foodstuffs  or  agricultural  ma- 
chinery. The  tax  was  removed  by  amendment  of  July, 
1919,  for  all  preferential  imports;  and  for  all  others  by 
an  act  of  May  18, 1920.  Within  the  limits  of  this  general 
war  revenue  measure,  however,  reductions  had  been 
made  from  time  to  time  on  specific  commodities,  being 
in  most  cases  concessions  to  the  demands  of  the  agri- 
cultiutd  interests.  The  freelisting  of  wheat,  wheat  flour, 
and  potatoes  was,  as  we  have  noted,  written  into  the 
tariff  book  in  order  to  take  advantage  of  the  conditional 
exemption  of  those  commodities  in  the  Underwood  act. 
Cream  separators,  com,  coke,  barbed  wire,  shingles,  and 
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certain  grades  of  lumber  were  already  on  the  Canadian 
free  list,  but  with  the  exception  of  the  first  two  they 
were  all  subject  to  the  7  J  per  cent  war  tax.  The  relaxsr 
tions  in  the  Canadian  tariff,  it  will  thus  be  seen,  have 
been  comparatively  slight,  being  made  chiefly  either  to 
take  advantage  of  American  concessions,  or  to  meet  the 
most  insistent  demands  of  farmers  (agricultural  machin- 
ery, cement)  and  publishers  (typesetting  machinery). 

rV.   The  Trade  between  Canada  and  the 

United  States 

The  approximate  similarity  of  the  American  tariff 
changes  as  contemplated  by  the  reciprocity  commis- 
sioners and  as  effected  by  the  Democratic  Congress  of 
1913  make  the  subsequent  period  an  informing  one  in 
which  to  observe  the  volume  of  Canadian  exports  to  the 
United  States,  as  affected  by  the  Underwood  act. 

Canadian  Expobts  to  Unitvd  States,  1910-19 

(Milfions  of  doUan) 

1910 95.1                      1915 159.6 

1911 100.8                      1916 204.0 

1912 108.8                      1917 321.0 

1913 120.6                       1918 434.0 

1914 160.7                      1919 460.0 

It  is  of  course  assumable  that  with  the  greater  relative 
growth  of  American  industrial  to  rural  population,  and 
of  manufacture  to  raw  material  exports,  during  the 
decade,  there  would  have  been  an  appreciable  increase 
in  imports  from  Canada  irrespective  of  tariff  changes. 
The  period  of  course  is  not  a  normal  one.  A  consider- 
able amount  of  the  materials  imported  from  Canada 
were  manufactured  and  reexported  from  the  United 
States  as  war  supplies  to  the  Allies  and,  later,  to  the 
American  Expeditionary  Force.  AUowance'must  also  be 
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discount,  after  1917,  of  the  Canadian  dollar  on  the  New 
York  Exchange  —  ranging  from  8  to  18  per  cent.  The 
figures  for  the  last  four  years  are,  of  course,  swollen  by 
the  sharp  rise  in  commodity  prices.  Even  taking  the 
1918  exports  at  half  their  nominal  valuation  they  still 
show  a  real  increase  of  84  per  cent  over  the  1910  figures 
(compared  with  a  rise  of  131  per  cent  in  Canadian  ex- 
ports over  the  same  period). 

Among  the  classes  of  commodities  entering  most 
largely  into  this  border  importation,  manufactures  alone 
in  1918  amounted  to  more  than  the  entire  American  ex- 
port trade  with  Canada  at  the  outbreak  of  the  war.  A 
great  increase  in  iron  and  steel  products,  in  cotton  manu- 
factures, and,  to  a  less  extent,  in  woolens,  is  attributable 
in  part  to  the  limitation,  amounting  in  some  cases  to 
elimination,  during  the  war  of  accustomed  sources  of 
supply  in  Great  Britain.  An  even  greater  increase  in 
drugs,  dyes,  and  chemicals  is  likewise  intimately  related 
to  the  cutting  off  of  German  exports.  In  spite  of  the 
British  Preference  and  the  continuance  of  depreciation 
in  German  currency  it  is  not  likely  that  American 
manufacturers  will  be  forced  to  relinquish  the  full  meas- 
ure of  their  wartime  gains  in  these  commodities  in  the 
Canadian  market.  The  imports  of  automobiles  and 
automobile  parts  alone  increased  over  tenfold,  in  spite  of 
a  protective  duty  of  35  per  cent,  plus  the  7}  per  cent  war 
surtax.  A  considerable  portion  of  the  machinery  im- 
ports was  consigned  to  new  or  expanding  Canadian 
branches  of  American  mills  and  factories. 

Of  raw  materials,  coal,  cotton,  com,  fruits,  tobacco, 
iron  ore,  and  hardwood  will  continue  to  be  substantial 
and  stable  imports,  being  articles  which  Canada  either 
does  not  produce  at  all,  or  produces  in  inadequate  quan- 
tities. The  very  considerable  imports  of  fish,  meats, 
vegetables,  canned  goods,  and  lumberi  in  which  Canada 
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for  the  adoption  of  the  reciprocity  agreement  itself,  but 
for  a  general  tariff  revision. 

In  August,  1919,  the  Liberal  Convention  at  Ottawa, 
at  which  Mr.  Mackenzie  King  was  chosen  as  the  suc- 
cessor of  Sir  Wilfrid  Laurier,  adopted  a  resolution  re- 
aflSmiing  their  faith  in  the  principle  of  reciprocity.  Their 
tariff  poUcy  was  expressed  in  the  following  resolution: 

That  the  best  interests  of  Canada  demand  that  substantial  reduc- 
tions of  the  burden  of  customs  taxation  be  made  with  a  view  to  the 
accomplishing  of  two  purposes  of  the  highest  importance: 

First,  —  Diminishing  the  very  high  cost  of  living  which  presses  so 
severely  on  the  masses  of  the  people. 

Second.  —  Reducing  the  cost  of  the  instruments  of  production  in 
the  industries  based  on  the  national  resources  of  the  Dominion  .  .  . 

That,  to  these  ends,  wheat,  wheat  flour,  and  all  products  of 
wheat;  the  principal  articles  of  food;  farm  implements  and  ma- 
chinery; farm  tractors,  mining,  flour  and  saw  mill  machinery  and 
repair  parts  thereof;  rough  and  dressed  lumber;  gasoline;  illuminat- 
ing, lubricating  and  fuel  oils;  nets,  net  twines  and  fishermen's  equip- 
ments; cements  and  fertilisers;  diould  be  free  from  customs  duties, 
as  well  as  the  raw  material  entering  into  the  same. 

That  a  revision  downward  of  the  tariff  diould  be  made  iirtiereby 
substantial  reductions  should  be  effected  in  the  duties  on  wearing 
apparel  and  footwear,  and  on  other  articles  of  general  consumption 
(other  than  luxuries),  as  well  as  on  the  raw  matc^rial  entering  into  the 
manufacture  of  the  same. 

That  the  British  preference  be  increased  to  60  per  cent  of  the  gen- 
eral tariff. 

The  period  following  the  armistice  has  been  marked  in 
Canada  by  the  rise  in  every  province,  with  the  excep- 
tion of  Quebec,  of  strong  agrarian  political  organizations, 
which  have  shown  notable  strength  in  provincial  elec- 
tions and  Dominion  by-elections.  In  October,  1919,  the 
province  of  Ontario,  which  had  overwhelmed  the  rec- 
iprocity proponents  in  1911  and  in  which  more  than 
half  of  the  manufacturing  industry  is  concentrated, 
repudiated  its  Conservative  government,  and  returned 
to  power  the  new  agrarian  party,  the  United  Farmers  of 
Ontario.  The  various  provincial  farmers'  parties,  which 
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opposition  pledge  to  the  wage-earner,  which  in  practice 
usually  proves  susceptible  of  very  wide  compromise. 
It  is  upon  the  extension  of  the  reciprocity  agreement  to 
include  all  foodstuffs,  and  all  materials  and  implements 
entering  into  production,  that  both  parties  are  most  in- 
sistent and  most  united. 

In  1919  and  again  in  1920  Liberal  resolutions  have 
been  introduced  into  the  House  of  Conmions  calling  for 
immediate  ratification  of  the  reciprocity  agreement, 
being  defeated  in  both  cases  on  straight  party  votes. 
During  the  past  summer  a  Tariff  Commission  of  Canar 
dian  Cabinet  ministers  conducted  hearings  from  coast  to 
coast,  listening  for  the  most  part  to  urgent  representar 
tions  for  unrelaxed,  if  not  enhanced  protection.  Inas- 
much, however,  as  it  is  practically  certain  that  a  general 
election  will  follow  the  present  session,  based  largely 
upon  the  tariff  issue,  it  may  be  assumed  that  no  radical 
revidon  will  be  undertaken  until  that  popular  verdict 
has  been  registered. 

VI.  Conclusions 

It  is  evident  from  the  foregoing  survey  that  for  Can- 
ada the  question  of  reciprocity  with  the  United  States  is 
the  problem  of  recognizing  the  essential  economic  inter- 
dependence of  the  two  halves  of  the  North  American 
continent,  without  prejudicing  her  national  solidarity 
and  self-reliance.  As  a  policy  of  extreme  protection  aim- 
ing at  establishing  Canadian  economic  independence 
would  be  both  futile  and  self-injurious,  so  a  policy  of 
indiscriminate  free  trade  would  tend  to  make  Canada 
merely  an  extensive  mar^  of  cultivation  for  the  older 
developed  republic  to  the  south.  Canada  is  a  nation  as 
well  as  an  area.  At  the  same  time  it  is  separated  from 
its  neighbor  by  a  geodetic  rather  than  a  geographical 
boimdary  that  forms  the  longest  continuous  land  f ron- 
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tier  to  be  found  between  any  two  countries  in  the  world. 
The  trade  policy,  then,  which  is  to  her  greatest  advan- 
tage must  needs  be  one  which,  while  not  unmindful  of 
the  sentiment  of  history,  does  not  refuse  to  recognize  the 
solid  realism  of  geography. 

We  have  seen  that  altho  the  reciprocity  agreement  of 
1910  failed  to  obtain  mutual  endorsement,  the  tariff  re- 
lations between  the  two  coimtries  have  been  consider- 
ably liberalized  during  the  period  since  1913,  chiefly  on 
the  side  of  the  United  States.  We  have  noted  the  re- 
sponsive rise  in  the  voliune  of  Canadian  exports  to  the 
United  States,  where  American  duties  were  lowered  or 
removed.  This  353  per  cent  increase  between  1910  and 
1918  represented  a  veiy  appreciable  development  of 
Canada's  agricultiutJ,  forest  and  mining  resources,  and 
a  sustained  movement  of  American  settlement  and  in- 
vestment in  the  great  spaces  traversed  by  the  new 
transcontinentals,  during  war  years  when  British  and 
European  immigration  and  capital  were  shut  off .  While 
the  extraordinary  overseas  war  demand  for  Canadian 
produce  has  become  reduced  for  the  present  to  less  than 
even  normal  proportions,  the  vast,  adjacent  and  semi- 
open  market  of  the  United  States  has  offered  a  constant 
and  expanding  outlet,  for  those  products  which  the 
comparative  virginity  of  Canadian  natural  resources 
enable  her  to  extract  and  supply  to  the  greatest  advan- 
tage. The  inflation  of  wartime  prices  makes  it  difficult  to 
estimate  the  increase  in  market-price  which  Canadian 
producers  would  have  derived  from  the  freer  admission 
to  the  American  market  in  itself,  but  the  gain  was  un- 
doubtedly present. 

Such  limited  tariff  modifications  as  Canada  herself 
made  during  the  period  have  scarcely  justified  in  their 
consequences  the  fears  of  the  reciprocity  opponents. 
The  free-listing  in  1917-18  of  wheat,  wheat  flour,  and 
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potatoes  in  order  to  take  advantage  of  the  conditional 
terms  of  the  Underwood  tariff  in  regard  to  these  com- 
modities has  been  followed  by  a  small  increase  in  the 
importation  of  these  articles  which  has  presumably 
served  border  needs  (where  transportation  or  readier 
marketing  have  been  determining  factors),  and  of 
which  the  Canadian  farmer  himself  is  likely  to  be  the 
last  to  complain.  The  free  admission  of  cattle  has  been 
of  advantage  both  to  stock  breeders  and  to  Canadian 
packers.  The  slight  reduction  in  duties  on  agricultural 
machinery  has  been  beneficial  to  Canadian  farmers  as 
far  as  it  has  gone,  without  being  prejudicial  to  domes- 
tic implement  manufacturers. 

In  view  of  this  experience  of  freer  trade  relations  be- 
tween Canada  and  the  United  States  during  the  past 
few  years,  and  of  the  general  economic  interdependence 
of  the  two  coimtries,  the  fiu-ther  reduction  and  even  re- 
moval of  artificial  tariff  barriers  would  appear  to  be 
mutually  desirable.  Canada  might  expect  to  develop 
her  natural  resources,  fill  up  her  areas,  and  eventually 
engender  thriving  industries  in  the  same  way  that  the 
middle  western  and  northwestern  states  progressed  with- 
out protecting  themselves  against  the  older  and  indus- 
trialized eastern  states  which  served  both  as  markets 
and  as  sources  of  capital  and  population.  Such  is  the 
view  of  the  agrarian  and  the  extreme  free-trader  in 
Canada.  The  protectionist  points  to  the  fact  of  separate 
nationality,  to  the  need  for  revenue  in  face  of  a  huge 
national  war  debt,  to  the  depreciation  of  Canadian  ex- 
change in  the  United  States,  and  to  the  capital  invested 
and  the  population  employed  in  industries  established 
under  protection.  These  are  realities  which  any  revision 
of  tariff  policy  must  take  seriously  into  account. 

There  is  a  certain  irony  in  the  circmnstance  that  at  a 
time  when  the  reciprocity  party  is  within  calculable 


594  QUARTERLY  JOURNAL  OF  ECONOMICS 

rang^  of  being  returned  to  power  in  Canada^  the  party 
in  the  United  States  which  initiated  the  reciprocity  ne- 
gotiations a  decade  ago  has  imposed^  in  the  Emergency 
tariff  act  of  this  spring,  duties  on  agricultural  produce 
at  an  even  higher  level  than  that  of  the  Aldrich  act. 
Duties  of  similar  character  may  be  expected  in  the  per- 
manent tariff  act.    Even  had  the  reciprocity  pact  of 
1911  been  in  effect,  it  is  extremely  likely  that   the 
American  agricultural  interests  would  have  demanded 
its  repeal  at  this  time.    It  is  probable,  however,  that 
the  international  and  wider  conmiercial  considerations 
involved  in  such  an  abrogation  would  have  lessened 
the  likelihood  of  its  repeal,  even  in  the  present  Ck>n- 
gress.   While  the  Emergency  Tariff  Act  of  May  is  by 
its  terms  a  temporary  measure,  and  while  the  interests 
of  the  American  consumer  may  effect  its  revision  sooner 
or  later,  the  enactment  of  such  le^slation,  followed  as 
it  well  may  be  by  the  repeal  of  the  Reciprocity  Act 
itself  lays  open  the  whole  question  of  American-Cana- 
dian trade  relations  to  fresh  negotiation. 

Tariff  and  economic  conditions,  as  we  have  seen,  have 
been  considerably  altered  as  between  the  two  countries 
since  1911,  and  details  of  the  old  agreement  would  need 
to  be  modified  in  several  respects  in  order  to  arrive  at  the 
most  advantageous  and  equitable  arrangement  between 
the  two  coimtries  at  this  time.  If,  as  appears  extremely 
probable,  a  Liberal-Progressive  majority  is  returned  at 
the  next  general  election  in  Canada  —  by  which  time 
the  special  occasion  for  the  present  American  emergency 
tariff  legislation  will  doubtless  have  passed,  and  normal 
economic  conditions  may  be  expected  to  have  returned 
—  it  would  seem  appropriate  that  the  respective  govern- 
ments, while  engaged  simultaneously  in  autonomoiis 
tariff  revision,  should  confer  anew  on  their  reciprocal 
trade  relations,  guided  by  the  lessons  of  the  former  ne- 
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gotiations,  by  the  trade  experience  of  the  past  decade, 
and  by  the  present  economic  status  of  the  two  countries. 
The  mitiative  in  such  a  conference  might  well  be  imder- 
taken  by  the  Canadian  Minister  at  Washington,  whose 
appointment  is  now  pending,  and  whose  presence,  it  is  to 
be  hoped,  will  mark  a  new  and  more  direct  imderstand- 
ing  between  the  two  peoples  of  conmion  ori^  who  di- 
vide the  North  American  continent  between  them.  It 
is  not  unreasonable  to  expect  that  their  conmiercial 
relations  may  be  as  rationally,  as  equitably,  and  as 
happily  adjusted  as  their  former  territorial  issues. 

H.  S.  Patton. 
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BEER'S  HISTORY  OF  BRITISH  SOCIALISM  i 

It  is  a  hundred  years  and  more  since  the  workmen  of  Great 
Britain  entered  upon  a  struggle  to  bring  the  British  nation  to 
an  acceptance  of  their  demands  for  industrial  and  social  re- 
orgimization.  Mr.  Beer  is  a  historian  of  this  movement.  He 
is  a  companion  in  knowledge  to  the  Webbs.  The  Webbs  have 
written  the  history  of  the  trade  union  movement  proper. 
They  have  traced  the  growth  of  the  wage-earners  organiza- 
tions from  their  formative  period  to  the  present  time,  when 
they  include  the  majority  of  the  industrial  workers  and  their 
Parliamentary  party  is  the  official  opposition.  Mr.  Beer's 
work  contributes  to  our  understanding  of  the  same  course  of 
developmient.  It  is  a  historical  study  of  the  ideas  of  socialism 
that  have  had  birth  in  the  British  Isles  and  of  the  presenta- 
tion and  espousal  of  these  ideas. 

The  boundary  lines  observed  by  Mr.  Beer  are  those  of  a 
movement,  and  not  those  of  an  idea.  This  is  in  contrast,  for 
example,  to  the  Unes  Anton  Menger  set  for  himself  in  his 
Right  to  the  Whole  Produce  of  Labor.  It  is  by  observation  of 
the  socialist  movement  of  his  own  day  that  Mr.  Beer  seems 
to  have  decided  what  was  to  be  included  within  his  field  of 
study,  what  to  be  excluded.  All  ideas  or  influences  that  con- 
tributed to  it,  or  might  have  contributed,  he  appears  to  have 
included.  Or,  to  put  the  matter  differently,  he  imdertook  to 
describe  all  parts  of  what  has  appeared  to  him,  if  taken  in 
long  perspective,  a  siagle  if  somewhat  broken  wave  of  thought 
and  poKcy. 

Mr.  Beer's  book  is  more  than  a  history  of  ideas,  altho  it 
acquits  itself  well  ia  that  direction.   In  common  with  such 

>  M.  Beer.  A  History  of  British  Socialism.  Vol  i.  From  the  Days  of  the  Sehoo^ 
men  to  the  Birth  of  Chartism,  with  Introduction  by  R.  H.  Tawney,  pp.  zzi,  361 
(1920);  vol  ii.  From  Chartism  to  1920.  pp.  xi,  413  (1921). 
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histories  of  economic  ideas  as  Gide  and  Rist's  it  gives  an  out- 
line of  the  thought  of  the  more  original  or  prominent  social- 
ist writers.  Mr.  Beer  has  sought  in  addition  to  discover 
where  and  in  what  form  these  ideas  were  grasped  by  the 
nation  at  large,  and  he  has  given  the  history  of  such  organi- 
zations as  arose  to  support  them.  Thus  in  the  second  volume 
there  is  a  history  of  the  Chartist  movement,  and  of  all  social- 
ist bodies  from  the  Christian  Socialists  to  the  Guild  Socialist 
League  of  the  present  day.  The  book  is  a  coherent  history  of 
the  events  of  the  Socialist  movement,  as  well  as  a  study  of  its 
doctrines.  Mr.  Beer  may  be  said  to  have  done  for  British 
socialism  what  the  Webbs  in  their  History  of  Trade  Unionism 
did  for  British  trade  unionism;  and  the  boundaries  of  the 
two  works  intersect. 

The  book  under  review  resembles  the  History  of  Trade 
Unionism  in  other  respects.  It  is  narrative  and  not  critical. 
The  author  makes  no  attempt  to  judge  either  socialist  doc- 
trines or  activities.  His  explanations  are  those  of  the  his- 
torian, practically  never  those  of  the  economic  philosopher, 
as  are  Foxwell's  in  his  introduction  to  Menger.  Again,  in 
conmion  with  the  Webbs,  Mr.  Beer  has  imusual  skill  in  com- 
position. He  never  seems  at  a  loss  as  to  where  to  pick  his 
narrative  up  or  where  to  put  it  down.  He  succeeds  well  in 
making  clear  each  separate  part,  while  showing  how  each 
fitted  into  the  movement  as  a  whole.  It  is  possible  that  he 
accomplished  this  so  well  because  like  the  Webbs,  he  is  an 
insider.  As  author  and  journalist  he  has  had  more  than 
twenty-five  years  personal  contact  with  socialist  thought  and 
activities;  for  he  was  one  of  the  first  students  in  the  London 
School  of  Economics,  and  for  ten  years  was  the  London  corre- 
spondent of  the  Berlin  Vorxvdrts.  He  demonstrates  by  his 
work  his  cognizance  of  the  fact  that  the  movement  he  studied 
was  at  every  stage  influenced  by  the  course  of  thought  within 
the  nation  as  a  whole,  and  by  the  general  fortune  of  the  na- 
tion. He  gives  the  history  of  British  socialism  as  part  of  a 
greater  history.  In  this  respect  above  all  the  book  differs 
from  the  histories  of  socialieon  and  socialist  ideas  which  we 
already  have. 


598  QUARTERLY  JOURNAL  OF  ECONOMICS 

In  his  first  volume  Mr.  Beer  examines  the  chief  socialist 
expressions  of  the  medieval  centuries  and  of  the  era  before 
Adam  Smith.  This,  as  is  pointed  out  in  the  introduction,  is 
not  because  these  early  expressions  had  any  direct  influence, 
but  because  of  an  immistakable  ''spiritual  afl&[iity''  between 
them  and  the  later  ones.  Possibly,  also,  because  Mr.  Beer 
sees  in  these  medieval  views  the  moral  basis  of  modem  social- 
ism. In  this  first  volume,  further,  the  work  of  the  socialist 
thinkers  of  the  earUer  decades  of  the  industrial  revolution 
is  studied  —  that  band  of  vigorous  thinkers  whose  contri- 
bution to  economic  thought  was  first  made  clear  by  Meng^, 
and  by  Foxwell  in  his  introduction  to  Menger's  book.  Mr. 
Beer  gives  with  far  richer  detaQ  than  Menger  the  general 
economic  and  political  situation  amidst  which  these  writers 
lived  and  in  the  light  of  which  they  conceived  their  work. 
He  does  not  succeed  as  well  as  Menger,  however,  in  showing 
by  what  process  of  transmission  their  thought  survived.  He 
is  not  as  keen  in  detecting  the  different  logical  forms  the 
same  fimdamental  economic  idea  may  take;  or  perhaps  he 
was  not  as  much  interested. 

The  second  volume  begins  with  the  history  of  the  Chartist 
movement,  and  alone  of  all  histories  of  that  movement 
brings  it  vividly  within  our  comprehension.  The  later  part 
of  the  same  volume,  entitled  Modem  Socialism  (1855-1920), 
covers  the  recent  past  and  the  present.  It  deals  with  the 
rise  of  the  socialist  organizations  which  have  present  im- 
portance. In  this  part  the  account  of  the  movement  from 
1914  to  date  is  not  as  good  as  the  rest  of  the  book.  There  is 
not  the  same  completeness  or  the  same  condensation.  Nor 
does  the  book  reveal  the  extent  to  which  the  organized  trade 
unions  as  such  and  the  trade  union  leaders  have  come  to  the 
forefront  of  the  stmggle.  And  it  does  not  give  sufficient  em- 
phasis to  the  fact  that  the  war  has  left  Great  Britain  with  a 
most  serious  set  of  new  poUtical  and  economic  problems, 
above  all  the  problem  of  securing  again  her  industrial  position 
and  her  pre-war  level  of  production.  It  is  these  problems 
which  wiU  most  certainly  engage  the  bulk  of  the  attention 
of  the  socialist  as  well  as  all  other  parties  in  the  immediate 
future. 
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Movements,  like  people,  often  meet  a  ''shadow  line" 
which  must  be  crossed  before  they  realize  that  their  ambi- 
tions inevitably  partake  somewhat  of  the  quality  of  dreams. 
They  then  begin  to  measure  themselves  against  the  opposing 
obstacles.  The  British  socialist  movement  has  passed  the 
line.  It  no  longer  expects  to  be  triimiphant  merely  because 
of  the  force  of  its  righteousness  and  conviction.  It  has  become 
aware  that  to  fulfill  any  part  of  its  promises  even  under 
favorable  circumstances,  it  must  be  disciplined,  intelligent 
and  unselfish.  Hence  the  present  emphasis  upon  the  need  of 
careful  preparation  for  all  steps  in  the  direction  of  socialism, 
such  as  has  accompanied  the  agitation  for  the  nationaliza- 
tion of  the  coal  mines.  Hence  the  view  of  certain  leaders, 
such  as  the  Webbs,  that  it  will  be  better  for  the  ultimate  suc- 
cess of  the  Labour  Party  if  it  does  not  get  a  chance  at  the 
government  of  the  country  for  some  years.  The  great  num- 
ber of  active  conmiittees  that  the  party  has  constituted  for 
the  study  of  the  problems  of  government  and  its  enthusiastic 
support  of  the  Education  Act  of  1918  are  all  signs  of  the  same 
cognizance  of  the  fact  that  there  are  many  obstacles  ahead. 

Further,  as  Mr.  Tawney  8a3rs  in  his  introduction,  it  is 
characteristic  of  the  movement  that  ''it  has  developed  less 
through  the  literary  succession  of  a  chain  of  writers  than  by 
the  renewed  and  spontaneous  reflection  of  each  generation 
upon  the  dominant  facts  and  theories  which  confronted  it.'' 
It  has  frequently  changed  its  focus  as  the  problems  presented 
to  it  changed;  it  has  learned  from  every  passing  discontent 
and  has  reformulated  its  program  accordingly.  In  distinction 
from  the  socialist  movements  of  the  Continent  it  has  been 
guided  more  by  its  own  experience  than  by  any  original  and 
orthodox  basic  principles.  Being  thus  comparatively  free 
from  the  hold  of  dogma  it  has  engaged  in  experiment.  Tho 
its  spirit  has  been  steady,  its  political  and  economic  policy 
has  been  irregular.  Or,  to  put  the  matter  somewhat  differ- 
ently, it  has  been  closer  to  the  hearth  fire  of  parliametitary 
debate  than  to  the  altar  fires  of  Mandanism. 

This  tendency  to  adapt  methods  and  program  to  the  ends 
clearly  perceived  at  any  given  time,  accounts  in  part  for  the 
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fact  that  the  British  movement  has  rarely  been  deeply  in- 
fluenced by  those  of  the  CJontinent.  It  contributed  to  a  result 
that  probably  would  have  been  produced  anyhow  by  the 
decided  insularity  of  the  British  workingman,  by  his  habit 
of  thinking  in  terms  of  the  country  he  knows  and  no  other.  It 
has  taken  the  war  to  make  the  British  socialist  mov^onent 
really  conversant  with  continental  ideas  and  affairs.    Only 
once  before  in  its  history  was  there  a  real  interchange  of 
thou^t  between  the  British  and  continental  movements. 
That  was  in  the  middle  sixties  of  the  last  century.    Then 
also  questions  from  the  sphere  of  intematicmal  politics  — 
the  American  civil  war,  the  Polish  insurrection,  the  Italian 
struggle  for  independence  —  roused  the  ordinary  w<Mrking- 
man  to  an  interest  in  continental  happenings.  This,  too,  was 
the  time  when  the  agitation  of  the  International  WcM-king 
Men's  Association  was  vigorous  and  Karl  Marx's  personal 
influence  upon  the  British  movement  greatest.    From  that 
date  to  the  outbreak  of  the  war,  despite  the  fact  that  various 
British  socialist  organizations  had  affiliations  with  continen- 
tal bodies,  it  was  influenced  predominantly  by  the  course  of 
events  and  of  thought  in  Great  Britain.  Since  the  outbreak 
of  the  war,  however,  various  doctrines  that  had  flourished 
more  on  the  Continent  have  found  a  greater  hold  in  Great 
Britain,  particularly  that  of  the  class  war.  Nevertheless,  it 
is  probable  that  the  British  socialist  movement  will  maintain 
a  character  almost  as  individual  in  the  future  as  in  the  past, 
and  will  work  out  its  destiny  from  the  facts  directly  before  it. 
It  will  not  long  borrow  its  prophets.  On  the  other  hand,  the 
opinion  may  be  ventured  that  the  present  concern  of  the 
movement  with  international  affairs  will  become  permanent. 
It  will  visualize  itself  as  part  of  a  world  movement  more 
clearly  than  before  the  war,  just  as  the  movement  for  na- 
tional unification  came  to  see  itself  as  a  world  movement 
early  in  the  last  century. 

Another  characteristic  that  Mr.  Beer's  book  brings  out  is 
that  the  socialist  movement  has  been  one  not  of  the  less 
capable  and  more  ignorant  strata  of  society,  but  of  the  more 
capable,  reliant  and  better  trained.   Its  more  typical  figures 
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are  the  sober,  thou^tful  and  not  easily  discouraged  artisan 
of  London,  his  counterpart  in  the  Midlands  and  the  North, 
and  the  well-read,  impassioned  mechanic  or  miner  of  Scotland. 
The  leaders  of  the  movement,  both  thinkers  and  political 
figures,  have  been  drawn  from  all  classes,  tho  few  indeed  from 
the  aristocracy.  If  we  go  no  further  back  than  the  revival  of 
socialism  after  1880,  there  appear  among  the  active  leaders 
H.  M.  Hyndman,  William  Morris,  Bamsay  Macdonald, 
Philip  Snowden,  Beatrice  and  Sidney  Webb,  none  of  whom 
come  from  the  wage-earning  classes.   On  the  other  hand  as 
long  a  list  could  be  made  of  those  leaders  who  did.  Notable 
among  them  are  James  Keir  Hardie,  Tom  Mann,  J.  R. 
Clynes,  Robert  Smilie,  Arthur  Hendenson.   Of  recent  years 
the  movement  has  been  in  steady  intellectual  conmxunica- 
tion  with  the  rest  of  the  nation.   That  conununication  has 
been  throu^^  pensonal  association,  parliament,  press  and 
platform;  it  has  kept  the  movement  alive  to  the  position  of 
the  rest  of  the  nation  and  enabled  it  to  give  and  take.   Of 
recent  years,  also  —  from  the  Dockers  strike  of  1889,  it  may 
almost  be  said  —  the  officials  of  the  more  important  trade 
unions  have  come  to  be  among  the  central  figures.   It  was 
almost  inevitable  that  this  should  be  so  as  soon  as  the  zone 
of  actual  achievement  was  entered.  For  when  concrete  issues 
are  fought  out  or  new  policies  initiated,  the  greatest  burden 
of  responsibility  falls  upon  the  trade  union  leaders. 

The  movement  has  always  been  somewhat  divided  by 
differences  in  opinion  and  temperament.  These  differences 
were  revealed  as  strikingly  during  the  Chartist  agitation  as 
at  any  time  since.  They  exist  today.  Any  program  of  ulti- 
mate purpose  and  immediate  action  that  the  Welsh  miners 
would  now  support,  for  example,  would  seem  far  too  sub- 
versive to  the  textile  works  of  Lancashire.  The  very  names  of 
some  of  the  important  trade  union  leaders  are  mentioned  with 
venom  in  the  Daily  Heraldf  one  of  the  organs  of  the  revolu- 
tionist element  in  the  movement.  The  Labour  Party,  it  is 
true,  has  the  support  of  almost  all  the  socialist  organizations 
in  the  United  Kingdom  and  up  to  the  present  grave  internal 
quarrels  have  been  avoided;  but  many  severe  tests  of  that 
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unity  are  still  ahead.  Radical  parties  are  proverbially  sub- 
ject to  being  split  by  violent  dissensions.  Great  Britain  to- 
day presents  no  more  interesting  question  to  the  political 
observer  than  whether  the  Labour  Party,  devoted  in  the 
main  to  the  application  of  socialist  ideas,  will  be  able  to 
maintain  its  unity  and  discipline  as  the  older  parties  do,  by 
a  constant  process  of  adjustment  and  comprcmiise  within 
the  ranks.  These  are  some  of  the  generalizations  which  Mr. 
Beer's  book  suggests,  tho  it  does  not  attempt  to  establish 
them. 

In  the  preface  to  his  first  volume  Mr.  Beer  writes:  ''The 
History  of  British  Socialism  is  but  a  f eeUe  attempt  to  repay 
the  enormous  mental  debt  which  I  owe  to  EngJish  life  and 
scholarship.  I  could  not  have  written  it  but  for  my  twenty 
years  residence  in  this  country,  which  has  tau^t  me  how 
hi^  an  elevation  of  political  and  moral  culture  a  nation 
must  reach  before  it  can  embark  upon  a  socialistic  reoon- 
struction  of  society.''  It  may  be  surmised  that  this  passage 
expresses  the  judgment  which  Mr.  Beer  has  formed  of  the 
movement  he  has  studied  with  such  care.  It  explains  the 
undertone  of  admiration  which  is  in  the  book  as  well  as  the 
restraint  which  characterizes  the  narrative.  Mr.  Beer  knows 
well  that  a  socialist  program  could  only  be  successfully 
carried  out  by  a  people  that  are  intelligent,  keenly  touched 
by  ethical  considerations,  self-controlled  and  self-denying. 
That  knowledge  sobers  his  closing  pages.  That  it  does  not 
make  him  wholly  despair  of  the  future  of  the  British  sodal- 
ist  movement  is  the  tribute  he  pays  to  it. 

HSBBKBT  FkIS. 
HaBYARD  XJNIVXBSITr. 
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VICISSITUDES  IN  THE  SfflPPING  TRADE, 

1870-1920 

The  United  States  has  become  possessed  of  a  large  ocean- 
going merchant  fleet  so  suddenly  that  we  have  more  ships 
than  information  about  them.  The  few  books  on  the  subject 
are  ahnost  entirely  panegyrics  on  the  past  glories  of  the 
American  clippers,  laments  over  the  decline  of  our  shipping, 
or  descriptions  of  the  present  mechanisms  and  documents  of 
ocean  commerce.  We  are  in  the  midst  of  the  worst  shipping 
depression  since  steam  has  been  the  dominant  motive  power 
on  the  seas,  and  yet  there  is  nowhere  to  be  found  an  analytic 
description  of  previous  periods  of  stagnant  overseas  business. 
Sir  George  Hunter,  of  the  British  i^pyard  Swan,  Hunter, 
and  Wigham  Richardson,  recently  stated  that  he  has  wit- 
nessed six  depressions  in  his  sixty  years  of  shipbuilding  ex- 
perience.^ It  is  the  purpose  of  the  present  article  to  consider 
these  successive  depressions  and  to  make  some  observations 
concerning  the  present  one. 

Valuable,  tho  incomplete,  material  for  such  a  study  has 
lately  been  made  available.  J.  C.  Gould,  Angier  and  C!om- 
pany,  Ltd.,  a  firm  of  English  shipbrokers,  has  made  at  the  end 
of  each  year  since  1846  a  report  on  the  charter  market.  The 
reports  for  1846-69  have  be^n  lost;  those  for  the  subsequent 
fifty-one  years,  through  the  courtesy  of  the  firm,  have  now 
been  published  in  Fairplay?  Within  the  half  century  for 
which  data  exist  steam  became  ahnost  imiversally  adopted, 
the  iron  hull  rose  to  a  brief  popularity  soon  to  be  superseded 

1  Jounud  of  Commoroe,  April  12,  1931. 
*  Faiiplay,  January  S-Jom  10, 1090. 
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by  the  cheaper  steel  vessel,  and  the  Cheat  Eastern,  the  giant  of 
1858  bom  aJiead  of  its  time  (680  feet  long,  18,914  gross  tons, 
so  large  that  it  deranged  the  charter  market  upon  its  appear- 
ance in  Bombay  in  1870),^  came  to  be  considered  a  small  ship 
in  comparison  with  the  852-foot  Olympic,  46,439  gross  tons, 
and  the  907  foot  Leviathan,  54,282  tons.  In  this  period  Ameri- 
can sea-going  shipping  became  largely  a  memory,  and  then, 
almost  overnight,  again  a  serious  rival  of  Britain.  In  1871 
Messrs.  Gould,  Angier  and  CJompany  made  the  comment 
that  ''England  still  monopolises  the  greatest  share  of  tiie 
carrying  trade  of  the  world,  and  that  in  more  marked  degree 
since  the  increased  use  of  iron  steamers;  Austria,  Italy,  and 
Norway  hold  their  usual  places,  but  America  still -remains  far 
behind,  and  shows  but  little  signs  of  regaining  her  former 
position  for  some  time  yet."  *  In  1920  they  said  in  contrast, 
"The  Americans  —  if  they  decide  to  stay  in  the  game  —  in- 
evitably will  become  dangerous,  notwithstanding  they  have 
to  shake  off  a  veritable  '  old  man  of  the  seas '  in  the  Shipping 
Board." » 

The  varying  success  of  shipping  ventures  during  this  long 
period  is  accurately  reflected  in  the  fluctuations  of  trip  charter 
rates.  When  a  vessel  is  chartered  on  this  basis  —  to  carry  a 
specified  conmiodity  between  designated  ports  at  so  many 
shillings  per  unit  of  the  commodity  —  the  shipper  may  be 
said  to  lease  the  entire  ship  ''furnished."  It  has  been  esti- 
mated that  over  one-half  the  total  weight  of  ocean  shijHnents 
in  1913  was  bulk  cargo  moving  principally  at  trip  charter 
rates.  When  shipping  is  mentioned  to  the  ordinary  person  he 
at  once  thinks  of  the  Mauretania  or  some  ocean  greyhound, 
but  such  vessels  are  weighted  down  more  with  reputation 
than  with  cargo.  The  heavy  and  dirty  work  of  the  seas  is 
done  by  the  blunt-nosed  tramps  that  prowl  the  seven  oceans 
for  profitable  employment.  If  piece  cargo  rates  on  liners  are 
raised  unduly  above  the  general  level,  soon  a  dingy  freighter 
will  be  annoimced  on  berth  to  take  cargo  over  the  same  route 
and  at  quotations  at  or  under  those  of  the  more  pretentious 

1  Fkirplior,  January  8,  1020,  p.  226.  >  n>id.,  Janomry  8,  1920,  p.  22S. 

«  Ibid.,  January  1,  1020,  p.  160. 
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vessels.  Trip  charter  rates  of  tramp  steamers  can  be  taken  as 
characteristic  of  rates  and  the  fortimes  of  shipping  in  general. 

The  trend  of  rates  between  1873  and  1913  was  downward. 
While  prices  turned  upward  in  the  nineties,  charter  rates  con- 
tinued falling  until  1912,  and  then  recovered  slightly  prior  to 
the  outbreak  of  the  great  war.  The  downward  tendency  in 
the  seventies  and  early  eighties  was  due  partly  to  the  decline 
in  prices  and  more  especially  to  the  increased  use  of  steam 
propulsion.  In  the  late  eighties  and  nineties  the  cheaper 
steel  vessels  came  into  general  emplo3rment.  The  continued 
decline  of  rates  after  the  temporary  advances  during  the 
Spanish-American  and  Boer  wars  is  partly  explained  by  the 
improved  technique  and  equipment  for  handling  vessels  in 
port. 

An  index  number  has  been  constructed  to  show  the  fluc- 
tuations of  charter  rates  since  1869,  and  a  chart  drawn  on  this 
basis.  It  stops  at  1913  because  the  subsequent  advances  were 
so  large  as  would  obsciu^  earlier  movements  if  charted  on  the 
same  scale.  Eight  trip  charter  rates  were  used.  They  repre- 
sent rates  at  which  cargo  was  actually  shipped;  the  only 
modification  has  been  the  conversion  of  two  of  them  into 
shillings  per  ton,  so  that  all  should  be  on  this  basis.^  The  high 
and  low  rates  for  the  year  have  been  taken  on  the  following: 
(1)  grain  from  New  York  to  the  United  Kingdom;  (2)  timber 
from  U.  S.  Gulf  ports  to  the  United  Kingdom  or  Ck>ntinent; 
(3)  sugar  from  Java  to  Great  Britain ;  (4)  rice  from  Burmah  to 
Europe;  (5)  jute  from  Calcutta  to  the  United  Kingdom;  (6) 
cotton  from  U.  S.  Gulf  or  South  Atlantic  ports  to  Liverpool; 
(7)  coal  from  CardifF  to  Singapore;  and  (8)  coal  from  Cardiff 
to  Genoa.  The  arithmetic  mean  of  the  low  and  high  figures 
for  1890-99  inclusive  is  taken  as  100.  The  choice  of  this 
decade  as  a  base  was  made  because,  while  including  a  large 
number  of  years,  the  average  for  it  corresponds  almost  iden- 
tically with  that  for  the  three  pre-war  years  1911-13. 

Four  shipping  depressions  are  distinguishable:  (1)  the 
period  of  the  panic  of  1873;  (2)  in  the  mid-eighties;  (3)  after 

1  Hm  r»t«  on  lumbM*  it  qootod  in  terms  of  Um  St.  PiBtenbars  •tandArd,  105  ou.  ft. 
TlMaT«nitow«ichtofioatheralitinb«rhMbotntakeiiAt40Ibt.tlMOtt.ft.  Gnin  elwr- 
ten  Mt  in  term*  of  quartert  of  dght  bothtb,  480  pomdi. 
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the  crisis  of  1890  and  the  European  depreeaioD  of  1891-04; 
and  (4)  after  the  Spanish-American  and  Boer  wars.  Hiere  ii 
a  close  paralleling  of  the  business  depressions  occuiring  diiriii| 

Index  Numbeb  of  Eight  Rbpkeskntatitb  Ship  Ckaktsb  lUm 
Bm*:  Annca  laSO-M  -  100 


theBe  periods.  It  appears  also  that  a  depression  existed  prior 
to  the  prosperous  years  of  1870-73  —  doubtless  the  reaction 
from  the  conditions  after  the  Civil  War — butsuflScieDt  data 
are  not  available  on  this  point. 
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1.  The  Panic  of  187S.  Whfle  the  Franco-Prussian  War  was 
of  brief  duration  (Germany  declared  war  on  July  19, 1870  and 
peace  was  signed  May  10,  1871)  the  events  leading  up  to  it 
had  an  unsettling  effect  on  European  business.  After  the  war, 
a  short  period  of  prosperity  set  in,  soon  to  be  checked  by  the 
panic  of  1873.  Charter  rates  moved  rapidly  upward  for  the 
greater  part  of  three  years.  Sugar  from  Java,  which  had 
moved  to  Europe  at  as  low  as  558.  a  ton  in  1870,  touched  958. 
in  1871  and  1158.  in  1873.  The  rate  on  rice  from  Burmah 
jumped  from  a  low  of  52^.  6d.  a  ton  in  1870  to  1028.  6d.  in 
1873.  The  coal  rate  from  Cardiff  to  Genoa  advanced  from  148. 
in  1869  to  19«.  in  1873.  The  esrtraordinary  industrial  and 
speculative  activity  of  those  years  is  familiar  to  students  of 
economic  history. 

In  1874  charter  rates  began  a  downward  movement  that 
was  not  stopped  imtil  1879.  The  year  1874  opened  with  trade 
apparently  just  as  brisk  as  the  preceding  year,  but  the  reac- 
tion was  severe.  The  rate  on  rice  from  Burmah  to  England 
dropped  from  102«.  6d.  in  1872  to  72«.  6d.  in  1875  and  con- 
tinued declining  imtil  it  touched  30«.  in  1878,  a  retrogression 
of  over  70  per  cent.  The  quotation  for  carrying  Java  sugar  to 
Europe  fell  from  1158.  in  1873  to  558.  in  1878  and  that  of  coal 
from  Cardiff  to  Genoa  from  19«.  in  1873  to  lU.  in  1876.  The 
decline  during  these  five  years  was  almost  continuous  for  all 
rates. 

While  the  rates  in  five  of  the  ten  years  between  1870  and 
1880  may  be  considered  as  average,  the  world's  tonnage  in- 
creased less  than  in  the  previous  decade.  The  13.3  million 
gross  tons  in  1860  increased  by  3.5  million  tons  to  16.8  million 
in  1870,  but  in  the  seventies  the  increase  was  only  3.2  million 
and  in  percentage  was  19  as  compared  with  26  in  the  sixties. 
However,  the  more  efficient  steam  tonnage  increased  from  1.6 
million  tons  in  1860,  or  11  per  cent,  to  5.5  million  tons  or  27 
per  cent  in  1880,  which  is  a  partial  explanation  of  the  general 
downward  tendency  of  rates.^  But  the  increase  in  amount 
and  kind  of  tonnage  is  only  part  of  the  equation  and  inf  orma- 

>  World  taonace  figaret  prior  to  1890  are  from  Kiricaldy,  Britiah  Shippinc;  Ita  Hia- 
tory,  Orgaalaation  and  Importanoa,  Appandiz  17.  lAtar  figarea  from  tha  rafaranea 
balow,  p.  189. 
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tion  18  lacking  concerning  the  efficiency  of  ship  operation  and 
factors  of  like  import. 

In  this  decade  the  American  merchant  marine  continued 
the  long  decline,  begun  in  the  sixties,  and  ended  only  by  the 
great  war.  In  1860  the  United  States  had  2.5  million  gross 
tons  of  shipping  registered  for  foreign  trade,  or  19  per  cent  of 
the  world  total;  in  1870  our  ocean-going  shipping  was  1.5  mil- 
lion tons,  or  9  per  cent  of  the  world  total;  in  1880  it  was  1.4 
million  tons,  or  7  per  cent.^ 

2.  The  Depression  of  the  Eighties.  After  several  years  of 
slack  business  in  all  the  principal  countries  of  the  worid,  a 
short  revival  began  in  1878  and  1879.  The  upward  swing  of 
charter  rates  in  these  years  was  of  brief  duration  and  was  not 
so  pronoimced  as  in  1870-73,  but  the  decline  was  more  violent 
than  the  previous  one.  The  largest  gains  were  Registered  in 
the  Far  Eastern  trades.  The  rate  on  jute  from  Calcutta  to 
Britain  rose  from  32a.  6d.  in  1878  to  S5s.  in  1880.  The  rate  on 
general  cargo  from  Bombay  to  Europe  jumped  from  17s.  6d.  a 
ton  in  1878  to  QOs.  in  1880.  Grain  from  New  York  to  the 
Continent,  however,  in  spite  of  the  large  American  exports 
reached  a  high  of  only  6s.  3d.  a  quarter  in  1880  as  compared 
with  7s.  6d.  in  1878. 

The  rise  in  rates  was  temporary  and  the  decline  b^^an  in 
1880.  On  January  28, 1881,  Messrs.  Gould,  Angier  and  Com- 
pany complained  that  freights  were  dull  ''and  employment 
does  not  leave  good  profits."  *  A  little  over  a  year  later  (April 
22, 1882)  the  statement  was  made  that  ''the  present  tonnage 
supply  effectually  precludes  an3rthing  like  high  rates  from 
any  ports."'  On  June  16, 1883  a  gloomier  picture  was  painted, 
"Grain  freights  have  declined  to  figures  which  are  lower  than 
the  most  despondent  looked  for,  and  the  present  indications 
point  to  worse  markets  and  prolonged  depression  before  any 
improvement  can  be  expected."  * 

In  1882,  the  earliest  year  for  which  data  of  this  land  are 
available,  slightly  over  960,000  gross  tons  of  merchant  vessels 

>  Annual  Report  of  the  Commianoner  of  Navigation,  1090,  p.  20S. 

s  Fbirplay,  February  20, 1930,  p.  723.        <  lUd.,  March  4, 1000,  p.  SOI. 

«  Ibid.,  p.  808. 
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were  under  construction  in  the  United  KingdcHn  while  ap- 
proximately 925;000  tons  were  building  on  March  31,  1883.^ 
This  "enormous  rate  of  building"  was  checked  by  the  fall  in 
rates  and  by  September  30,  1886  only  350,000  tons  were 
under  construction.  In  this  decade  the  world's  tonnage  in* 
creased  to  22.3  million  gross  tons,  or  11  per  cent,  as  compared 
with  19  per  cent  in  the  seventies  and  26  per  cent  in  the  sixties. 
The  American  tonnage  registered  for  foreign  trade  was  only 
4  per  cent  of  the  world  total  in  1800. 

In  this  period  of  declining  rates,  however,  the  American 
sailing  vessel  made  a  last  determined  stand  and  from  1881  to 
1885  proved  over  again  the  staunchness  of  New  England- 
built  vessels  and  the  skill  of  Yankee  crews.  After  the  opening 
of  the  first  transcontinental  railroad  and  the  subsequent  de- 
velopment of  the  Pacific  coast  there  sprang  up  a  lively  ocean 
trade  in  grain  which  could  not  bear  the  railway  charge  to  the 
Atlantic.  To  San  Francisco  and  Portland  flocked  the  largest 
and  the  best  sailing  vessels  of  all  the  maritime  nations  of  the 
world.  The  broad-waisted  wooden  New  En^ianders  with 
their  fine  sheer  and  tall  gleaming  skysails  made  and  held  the 
record  for  passage  around  the  Horn  to  Liverpool. 

3.  The  Crisis  of  1890  and  the  Depression  of  1891-94^  While 
business  in  America  recovered  rapidly  after  the  brief  crisis  of 
1884  and  was  considered  good  in  1886,  the  long  depression  in 
England  did  not  end  imtil  1887.  Germany  and  France  also 
experienced  a  moderate  business  revival  in  the  late  eighties. 
Shipping  responded  quickly.  The  rate  on  wheat  from  New 
York  to  Liverpool  rose  from  the  low  of  Is.  6d.  in  1879  to  5s.  6d. 
in  1889.  The  rate  on  timber  from  Pensacola  to  Ekigland 
jumped  from  SOs.  in  1887  to  ISOs.  in  1889.  Sugar,  which 
moved  from  Java  to  Europe  for  90s.  in  1886,  had  to  pay  as 
high  as  52s.  6d.  in  1889.  Messrs.  Gould,  Angier  and  Company 
said  of  1888  that  it  ''will  stand  out  as  a  remarkable  one  in  the 
history  of  the  shipping  interest  —  a  transformation  scene  of 
the  whole  trade  —  from  abject  depression  to  revival  and 
prosperity."  *  But,  as  usual,  the  rise  in  freight  rates  was  not 

1  Kirkftldy,  Appendix  90.    figures  mn  read  from  ehftrt. 
s  Fkirpky.  lUttix  2S,  1090.  p.  1037. 
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all  gain.  "Expenses  in  working  steameis  are  as  usual  higjber 
since  the  advance  in  f  rei^ts.  Wages  have  risen  at  most  <rf  the 
ports  from  £3  10«.  to  £4  5«.,  seamen  58.  to  10s.  more  than 
firemen.  Fuel  has  risen  20  per  cent,  stores  also  to  a  small  ex- 
tent. Insurance  is  dearer  in  premium,  and  the  cost  of  cover- 
ing higher  values  increases  this  burthen."  ^ 

The  amount  of  tonnage  under  construction  in  the  United 
Kingdom,  which  reached  350,000  gross  tons  in  1886,  the  low 
point  of  the  thirty-nine  years,  1882-1921,  rose  to  930,000 
gross  tons  at  the  end  of  the  second  quarter  of  1889,  the  usual 
response  to  rising  rates. 

In  1891,  with  the  financial  panic  following  the  faihire  of 
Baring  Brothers  in  November,  1890,  a  depression  in  Ehirope 
set  in  and,  intensified  by  poor  harvests,  was  not  relieved  until 
the  middle  of  the  decade.  In  December,  1892  it  was  said  that 
*■  the  close  of  the  1891  season  gave  uimiistakable  warning  that 
a  severe  depression  in  all  freights  had  commenced  and  the 
broad  facts  of  an  tmpan^eled  over-production  of  tonnage 
indicated  most  unmistakably  a  long  continuance  of  bad  trade 
for  ships.  The  depression  which  lasted  from  1884  to  1888  was 
caused  mainly  by  an  over-production  of  tonnage  during  1880 
to  1883,  which  was,  howdver,  feeble  compared  with  the  reck- 
less rate  of  overbuilding  during  1889  to  1892,  both  years  in- 
cluded, and  this  with  the  '  Baring '  smash  to  intensify  the 
inevitable  evil  results  points  to  a  longer  consequent  depres- 
sion than  that  which  lasted  from  1884  to  1888.  The  rapidity 
of  the  collapse  during  the  past  year  has  far  exceeded  the  most 
pessimistic  forecast.  .  .  .  At  the  present  time  it  is  impossible 
to  find  a  round  voyage  in  any  direction  to  show  a  profit,  even 
with  the  cheapest  and  most  economical  boats  afloat."  ' 

In  1894  a  view  even  more  pessimistic  was  taken:  "The 
shipping  trade  of  1894  opened  with  a  faint  spurt,  and  a  feeble 
attempt  to  force  up  freights  and  prices  of  steamers  on  the 
strength  of  an  anticipated  extensive  naval  programme,  and 
the  exaggerated  effect  of  the  amount  of  work  to  be  given  out 
to  builders.  The  movement  was  short-lived  and  the  effect  on 
prices  was  small  and  scarce  was  the  month  of  January  out 

1  Fairplay.  March  26,  1020,  p.  1039.  >  n>id.,  April  15, 1920,  p.  107. 
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when  the  recoil  set  in,  and  from  that  time  the  year  dragged  on 
in  monotonous  similarity  with  its  four  predecessors,  vix.,  a 
steady  course  of  low  tmprofitable  freights  and  declining  values 
of  the  property  engaged.  The  evil  effects,  however,  of  the 
written-up  spurt  in  the  first  month  are  important  as  shown  in 
the  enormous  output  of  new  tonnage,  interfering  strikes  not- 
withstanding. Over  1,000,000  tons  (gross)  of  new  shipping 
have  been  turned  out  diuing  the  year,  in  the  face  of  the  fact 
that  the  carrying  work  to  be  done  was  more  than  fully  sup- 
plied by  the  previously  existing  tonnage  without  a  single  new 
bottom.  .  .  .  The  philanthropy  of  this  great  body  of  trad- 
ers, the  shipowners,  is  evidently  inexhaustible,  for  after  five 
years'  tmprofitable  work,  their  energy  is  as  unfagging  as  ever, 
and  the  amount  of  new  tonnage  under  construction  and  on 
order  guarantees  a  long  continuance  of  present  low  freights, 
and  an  effectual  check  against  increased  costs  of  overseas 
carriage."  * 

4.  After  the  Spanish  American  and  Boer  Wars.  The  latter 
prophecy  would  imdoubtedly  have  been  realised  but  for  the 
Spanish  American  and  Boer  wars.  After  the  inunediate 
requisitioning  of  all  suitable  American  tonnage,  our  govern- 
ment was  forced  to  purchase  and  charter  foreign  ships.  As  a 
result,  the  price  of  cargo  vessels  rose  from  £5  I5s.  a  dead- 
weight ton  to  £8 10«.  and  even  £9  during  the  year.  There  was 
a  rush  of  orders  for  new  tonnage,  the  h^  rates  and  political 
imcertainties  inviting  speculation.  At  the  end  of  1895  only 
730,000  gross  tons  were  under  construction  in  the  United 
Kingdom,  by  1898  this  amoimt  had  practically  doubled 
(1,400,000  tons). 

The  first  effect  of  the  outbreak  of  the  Boer  War  (October, 
1899)  was  to  unsettle  the  charter  market.  Messrs.  Gould, 
Angier  and  Company  stated  in  their  review  of  1899  that  "it  is 
safest  to  look  for  some  slight  contraction  in  business  genen^y, 
at  any  rate  imtil  peace  in  South  Africa  restores  the  vast  and 
expanding  commerce  which  that  Continent  provides."  '  The 
next  year,  however,  they  declared  that  1900  had  been  "a 
memorable  one  in  the  shipping  industry.  It  would  be  hard  to 

>  Fftiipli^r.  Aiwil  10.  inOi  p.  197.         «  Olid.,  April  39.  IWK  p.  aOft. 
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find  any  year  during  the  centaury  wUch  can  compare  in  re^^ 
of  the  vast  trade  done  and  the  large  profits  housed.   The  al- 
most univerBal  division  ot  abnormal  dividends  and  larige  re> 
serves  set  apart  have  restored  this  most  important  trade  of 
the  country  to  a  sound  and  wealthy  position  after  the  aeven 
strain  it  had  passed  through  from  1890  to  1898.  •  .  .   Tlie 
salient  features  of  the  year  have  been  the  large  amount  of 
Government  transport  for  South  Africa,  India  and  China,  — 
the  vast  and  unprecedented  amount  of  tonnage  taken  up  on 
time4ure, — phenomenal  prices  for  coal, — abatement  of  the 
plague  and  famine  in  India  and  consequent  large  increase  in 
the  trade  and  return  to  prosperity  of  the  Dependency, — 
marked  expansion  oi  the  ore  trade,  —  importation  of  manu- 
factured iron  and  steel  from  America  and  Germany  to  this 
country  in  the  shape  of  rail,  ship-plates,  etc.,  —  (and)  laige 
output  of  new  tonnage."  ^  The  large  amount  <rf  government 
transport  referred  to  was  the  chartering  by  the  British  gov- 
ernment of  about  2,000,000  gross  tons  of  shq>ping.* 

But  in  1901  complaint  was  again  made  that  rates  were  low, 
"the  infallible  result  of  over-building  of  tonnage  during  the 
period  of  revival  in  trade  from  1897  to  1900  and  accentuated 
by  the  general  contraction  in  the  volume  of  ihe  world's  com- 
merce. A  number  of  fine  craft  are  being  laid  up,  and  many 
more  will  have  to  follow,  for  at  the  figures  at  present  ruUng, 
many  voyages  do  not  pay  actual  outgoing  expenses,  leaving 
nothing  for  interest  and  depreciation."  '  The  price  of  tonnage 
fell  sharply  from  £9  to  £10  a  deadweight  ton  at  the  beginning 
of  1901  to  £6  10«.  at  the  close  of  the  year.  The  depression 
continued  unabated  until  1911  and  1912,  in  fact,  was  accen- 
tuated by  the  panic  of  1907.  Rates  reacted  downward  to  the 
lowest  level  of  the  half  century. 

The  index  number,  which  indicates  a  rise  of  35  per  cent 
from  the  low  point  reached  in  1895  and  1896  to  a  high  mark  of 
112  in  1900,  shows  by  1907  a  recession  amounting  to  51  per 
cent.  In  point  of  percentage  the  decline  is  the  greatest  in  any 

1  Fairplay.  April  29,  1020.  p.  366. 

<  OoMui  Shippinc  prepared  by  NaUooaI  Foreisn  Tndm  CottBoU,  p.  12. 

I  Fairplay,  April  20,  1020,  p.  868. 
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period  of  depreasion  prior  to  that  of  1020.  Messre.  Gould, 
Angler  and  Company  in  the  review  of  1902  stated  that  "the 
result  of  the  past  year's  trade,  as  far  as  80  per  cent  of  British 
shippmg  is  concerned,  is  an  absolute  loss  to  the  vast  majority 
of  ships.  ...  Of  the  remaining  20  per  cent  ci  the  tonnage, 
consisting  of  '  liners '  proper,  only  the  most  favored  oomr 
panies  have  done  well  —  vis.,  those  with  good  mail  contracts 
(which,  of  course,  the  receivers  maintain  are  of  no  profit  to 
them,  though  their  accounts  would  often  look  poor  without 
them)  and  the  small '  set '  in  the  run  of  Government  transport 
work.  .  .  .  Over-production  of  tonnage,  started  in  the  years 
of  prosperous  trade,  retains  the  impetus  given  to  it  long  after 
the  reaction  of  the  boom  has  set  in,  and  the  effects  of  the 
continued  over-production  is  greatly  exaggerated  by  the  ever- 
slow  and  gradual  restriction  ot  the  volume  of  trade  following 
the  booming  times.  In  proof  ot  this  we  have  in  this  year  ot 
bad  and  unprofitable  trade  for  ships  an  out-turn  of  new  ton- 
nage exceeding  any  precedent,  and  a  corresponding  accentua- 
tion of  depression  in  frei^ts."  ^ 

The  year  1903  was  described  as  "a  third  twelve  months  of 
bad  unprofitable  trade  for  steamers,  but  it  has  quite  out- 
stripped its  two  predecessors  in  the  intensity  of  depression 
and  low  rates  of  freight";'  1904  had  to  be  "written  up  as  a 
fourth  year  of  improfitable  work.'''  The  Russo-Japanese  war 
in  1905  had  little  influence  on  rates,  while  1906  is  described 
as  "somewhat  less  satisfactory  than  the  preceding  year'';^ 
1907  and  1908  were  worse,  the  latter  year  being  marked  by 
"  the  unexampled  depression  in  all  freights  both  outwards  and 
homewards."  • 

During  the  first  decade  of  the  century  the  world's  tonnage 
registered  the  greatest  percentage  gain  of  any  of  the  decades 
considered,  from  29.0  million  gross  tons  in  1900  to  41.9  mil- 
lion tons  in  1910,  or  45  per  cent.  By  1910  steam  tonnage  had 
increased  to  37.3  million  tons  or  69  per  cent  of  the  total.  The 
large  increase  in  steamers,  much  of  it  in  large  efficient  vessels, 

>  Fftirplay.  May  6, 1090.  p.  487.  i  Ibkl..  p.  440. 

<  nikL.  Mior  la,  IWK  p.  <aO.  «  IM,,  p.  (04. 

•  nikL.  May  80.  IMOi  p.  608. 
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throws  light  upon  the  falling  of  rates  in  a  time  of  liaing 
prices. 

The  earnings  of  cargo  steamship  companies  from  1904  to 
1911  were  veiy  low.  Since  1902  Fcdrpiay  has  compiled  an- 
nuaOy  data  from  over  fifty  cargo  shipping  oompanieB,  owning 
each  year  an  average  of  1.7  million  gross  tons.    While  not 
all  the  same  companies  were  included  each  year,  the  figures 
may  be  taken  as  characteristic  of  British  companies.^  In  the 
eight  years  ending  with  1911  dividends  averaging  3.30  per 
cent  were  distributed  to  the  stockholders  and  2.02  per  cent  of 
the  original  cost  of  the  ships  was  set  aside  for  depreciation. 
Five  per  cent  of  the  original  cost  is  ordinarily  considered  as  a 
fair  amount  for  depreciation.  However  profitable  caigo  ship- 
ping may  have  been  prior  to  1904,  the  eight  years  listed  bdow 
were  certainly  "lean''  ones.  But  it  must  be  borne  in  mind 
that  dining  these  years  rates  were  at  the  low  point  of  the  half 
century.  If  data  on  earnings  were  available  for  the  ten  pre- 
vious years,  the  average  would  undoubtedly  be  higher. 


AysBAoa  Diyn>BNi>8  PAn>  and  Dbprbciation  Sst  Asms  bt  Rbpbs- 
SKivTATivB  BarnsH  Cargo  Shippino  Companibs,  1904-11 


Year 

Paid-ap 

eapttal 

thouwindi 

Dividends 

PMd 

thoueande 
or£ 

Per  cent 
dividends 

Cost  of 

steamers 

thoiisands 

or£ 

Depreeia- 

,tian 
written  off 
thousands 

or£ 

PSreent 
dspiuoiatioo 

1904 

1905 
1906 
1907 

1908 
1909 
1910 
1911 

7,594 
8,577 
8,084 
9,167 

9,622 
9,517 
9,458 
9,884 

227 
286 
327 
383 

335 
180 
218 
370 

3.64 
3.33 
4.05 
4.17 

3.48 
1.89 
2.30 
3.73 

12,455 
14,818 
14,639 
16,654 

17,523 
16,758 
17,284 
18,862 

216 
239 
349 
413 

394 
189 
290 
506 

1.73 
1.61 
2.43 
2.48 

2.25 
1.13 
1.68 
2.68 

Average 

o,iloo 

297 

3.30 

16,124 

325 

2.02 

In  1911,  in  spite  of  strikes  among  coal  miners,  seamen,  dock 
laborers  and  cotton  operatives,  revolutions  in  China  and 

>  Fairplay,  January  6,  1021,  pp.  112, 113. 
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Mexico,  war  between  Italy  and  Turkey  and  other  political 
uncertainties,  rates  improved  slightly.  A  further  improve- 
ment in  the  next  year  made  1912  ''memorable  in  that  it  wit- 
nessed a  '  boom '  in  freights,  which,  having  been  for  nearly  a 
decade  at  an  unremimerative  level,  at  last  rose  sufficiently  to 
enable  shipowners  to  make  a  real  profit. . . .  There  is  little 
doubt  that  the  past  lean  years  by  checking  the  investment  of 
money  in  shipping  contributed  to  the  present  satisfactory 
condition."  ^ 

The  period  of  the  great  war  calls  for  but  brief  description. 
Rates  had  declined  in  1913  and  in  1914  (particularly  just  after 
the  outbreak  of  war),  to  recover  slightly  in  the  last  months  of 
the  year.  Thereafter  they  skyrocketed.  The  index  numbers 
and  the  gross  tonnage  laimched  are  as  follows: 

Index  Number  of  Charter  Rates     GroM  Tonnafe  LAonohed 


YeM 

(1800-M-lOO) 

(thoUMMftdi) 

1910 

69 

1,978 

1911 

82 

2,650 

1912 

111 

2,902 

1913 

100 

3,333 

1914 

105 

2,853 

1916 

323 

1,202 

1916 

634 

1,688 

1917 

1,841 

2,938 

1918 

2,492 

5,447 

1919 

561 

7,145 

1920 

330 

5,862 

Figures  for  the  amoimt  of  tonnage  under  construction  at 
the  end  of  each  year  are  not  available  for  the  entire  period, 
and  the  tonnage  laimched  each  year  is  given  instead,  which 
shows  the  same  picture  after  the  elapse  of  six  or  nine  months. 
During  the  early  years  of  the  war  merchant  ship  construction 
was  subordinated  to  naval  work,  but  the  average  annual  out- 
put in  1918-20  was  almost  exactly  twice  that  of  the  highest 
pre-war  year,  1913. 

Earnings  of  cargo  steamship  companies  rose  almost  as 
spectacularly  as  rates.  The  situation  is  shown  in  the  table,  a 
continuation  of  that  given  above. 

>  FkOrplaj,  May  97,  1090,  p.  688. 
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AvxRAGB  DivmaNDe  Paid  and  Dsprbciatiok  Sit  Abidb  bt  Refb>- 
BSNTATiYB  Bbitish  Cabgo  Shippino  CoMPANnss,  1012-20 


Yw 

Pfeid-op 

tkoOMBdi 

DMdflBdi 
piOd 

tlKMMUBdi 

Ptroant 
dhpidflodi 

CoHol 
timmndi 

written  off 

^P^gBBt 

1012 

10,560 

721 

6.82 

20,221 

1,464 

7.24 

1018 

10,064 

1,878 

12.56 

21,478 

8,846 

1&58 

1914 

10,842 

1,126 

10.38 

20,067 

1,044 

0.60 

1015 

14,108 

1,614 

11.43 

21,700 

2,221 

1023 

1016 

14,822 

2,743 

ia50 

10,352 

3,346 

17.20 

1917 

18,567 

2,611 

10.24 

10,141 

2,«NL 

18.08 

1918 

12,709 

1,554 

12.15 

16,460 

711 

4.82 

1919 

14,216 

1,778 

12.47 

14,688 

858 

4.83 

1920 

20,738 

2,381 

11.48 

32,469 

1,069 

6j06 

Average 

13,624 

1,768 

12.08 

20,615 

2,030 

0.80 

It  will  be  noticed  that  while  depreciation  in  adequate  amounts 
was  not  set  aside  between  1904  and  1912,  in  five  of  the  nine 
succeeding  years  a  larger  amount  was  written  off  the  value  of 
the  steamers  as  carried  on  the  books  than  was  distributed  as 
dividends  to  the  shareholders. 

The  facts  of  the  present  shipping  situation  are  plain. 
Nearly  every  day  an  item  in  some  paper  states  that  numbers 
of  additional  ships  have  been  tied  up,  or  that  somebody  esti- 
mates the  total  idle  tonnage  to  be  such  a  figure.  The  steamers 
afloat  at  the  first  of  1921  were  56.8  million  gross  tons,  13.7 
million  more  than  in  1913,  and  in  addition  7.1  million  were 
under  construction.  At  the  same  time  the  volume  of  cargo 
moving  was  only  four-fifths  as  much  as  in  1913.^  Charter 
rates  today  (June,  1921)  are  in  many  instances  at  pre-war 
levels  and  operating  expenses  are  still  around  three  times  those 
of  1913.  The  present  depression  has  all  the  characteristics 
of  those  preceding,  many  times  intensified:  a  large  excess  of 
tonnage  over  immediate  requirements,  decreased  movement 

*  Gregg,  E.  S..  "The  Crux  of  Our  Shipping  Problem."  Journal  of  Politic^]  Econ- 
omy, June,  1921,  p.  506.  Also  Monthly  SUtiBtioal  Bulletin  of  the  Su|>reme  Eoonomio 
Cotmcil,  vol.  ii,  No.  3,  pp.  29, 30  for  Uter  figures. 


NOTES  AND  MEMORANDA  617 

of  overseas  shipments,  millions  of  tons  of  steamers  under  con- 
struction, high  ship  construction  and  operating  costs,  and  low 
rates.  Shipping  men,  it  seems,  have  never  been  able  to  per- 
suade themselves  in  periods  of  prosperity  that  good  times 
would  not  last  always.  Over-building  of  tonnage  has  con- 
tinually recurred,  sometimes  coincident  with  a  falling  off  of 
the  amount  of  cargo  shipped.  In  the  forty-five  years  before 
the  war  only  fifteen  yea^  were  so-called  good  ones,  two  poor 
yeaiB  for  one  of  prosperity. 

While  it  is  impossible  to  get  an  approximation  of  the  excess 
of  tonnage  over  the  current  trade  requirements  during  the 
previous  depressions,  there  is  convincing  evidence  that  in  no 
instance  has  the  surplus  of  tonnage  (or  the  amount  tied  up,  if 
one  wishes)  been  so  large  a  percentage  of  the  wh(de  as  at  pres- 
ent. And  today  new  construction,  a  year  after  the  depression 
has  set  in,  is  going  forward  at  over  twice  the  highest  pre-war 
annual  rate!  The  conclusion  seems  inescapable  that  shipping 
in  general  is  confronted  with  a  depression  of  unprecedented 
intensity  and  duration.  The  present  depression  may  be  the 
most  tiying  one  that  the  old  established  lines  have  expe- 
rienced, it  will  certainly  test  severely  the  new  companies,  and 
it  is  likely  to  prove  almost  disastrous  to  our  government- 
owned  fleet. 

E.  S.  Grbgg. 

New  York  Citt. 


THE  LITERATURE  ON  THE  SALES  TAX 

There  is  strong  sentiment  in  this  country  for  the  repeal  <tf 
the  excess  profits  tax  and  the  higher  surtaxes  on  income,  and 
the  advocates  of  such  action  are  proposing  substitutes.  One 
of  the  proposals  which  has  precipitated  debate  is  that  for  a 
general  sales  tax.  The  country  is  remarkably  divided  on  this 
subject.  The  farmers  are  represented  as  against  the  tax  by 
certain  of  their  alleged  spokesmen.^  Labor  is  opposed  to  the 
tax,  if  we  may  accept  the  statements  of  some  of  the  leaders.' 
The  business  community  and  others  divide. 

Organizations  of  business  men  have  been  created  especially 
to  agitate  for  the  sales  tax.  One  of  these  is  the  Business  Men's 
National  Tax  Committee,  headed  by  Mr.  Meyer  D.  Roth- 
schild, a  New  York  jeweler.'  The  organization  is  very  prolific 
of  literature,  some  of  which  is  fairly  carefully  worked  out. 
From  the  point  of  view  of  quality,  data  given,  and  evidence  of 
investigation,  its  publications  will  probably  take  first  rank 
amidst  the  pro-sales  tax  literature.  Its  most  notable  writ- 
ings are  its  Bulletins  entitled  StatemerU  in  Favor  of  a  Gross 
Sales  Tax  or  Turnover  Tax,^  Comments  on  the  Report  of  the 
Special  Committee  on  Taxation  of  the  United  States  Chamber 

>  See  Committee  Print  of  the  Hearinis  on  tax  revision  before  the  Senate  Finance 
Committee,  Sixty-eeventh  Congreae.  Firat  Seanon,  the  testimony  of  Mr.  H.  C.  Me- 
Kensie,  refireaenting  the  American  Farm  Bureau*  pp.  112-134;  the  Statement  filed  by 
Mr.  T.  C.  Atkeson,  Washiniiton  RepresentatiTe  of  the  National  Grance*  pp.  352-357; 
discussion  of  Mr.  Walter  W.  Lisgett,  authorised  spdcesman  for  the  Farmers  Federal 
Tax  League,  pp.  416-429;  and  the  evidence  of  Mr.  Benjamin  C.  Maish,  jpp.  363-300. 
This  Committee  Print  of  the  Finance  Committee  Hearings  will  be  hoeafter  refeiicd  to 
as  Hearings. 

*  Hearings,  pp.  655-659.  testimony  of  Mr.  Edward  F.  MoGrady,  ifUMeefiniiiig  the 
American  Federation  of  Labor,  and  claiming  to  speak  for  Mr.  Gompers;  and  pp.  350- 
363,  Statement  of  Mr.  W.  M.  Clark,  vice-president  of  the  Railway  Conduoion  and 
spokesman  for  the  four  brotherhoods. 

*  Committee  headquarters  are  at  6  West  48th  St.,  New  York  City. 

«  BxiUetin  No.  11,  entitled  Statement  in  Favor  of  a  Gross  Sales  or  Turnover  Tax 
and  Comments  upon  the  Final  Report  of  the  Natitmal  Industrial  Conferenoe  Boeid. 
by  Meyer  D.  Rothschiki,  dated  January  17,  1921. 
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of  Commerce,  Grose  Salee  or  Turnover  Tax  at  one  per  cent  and 
No  Other  Tax  on  Bueineeef^  comments  on  a  monograph  writ- 
ten by  Professor  T.  S.  Adams,  and  the  organisation's  sales 
tax  Primer}  The  two  first  are  concise  discussions  of  state- 
ments adverse  to  the  sales  tax,  being  little  else  than  the 
matching  of  points.  The  third  is  a  dear  presentation  of  the 
Rothschild  plan.  Mr.  Rothschild  gave  another  good  state- 
ment of  his  argument  when  he  issued  a  copy  of  Professor  T.  S. 
Adams'  monograph '  on  the  sales  tax,  with  a  statement  of  his 
own  paralleling  the  latter. 

The  Primer y  a  considerable  booklet  containing  107  ques- 
tions answered  by  Mr.  Rothschild,  is  probably  the  best  single 
statement  in  favor  of  a  general  sales  tax.  Indeed,  the  author 
claims  that  it  is  "practically  the  meat  of  the  sales  tax  idea," 
containing  answers  to  many  of  the  opposing  arguments.^ 

The  Tax  League  of  America  also  has  been  established  to 
agitate  for  Uie  adoption  of  a  general  sales  tax.*  The  only 
one  of  its  publications  which  is  worth  mentipning  here  is  its 
Address  to  Congress.  This  statement,  however,  adds  little, 
containing  chiefly  what  can  be  found  in  other  places.  The 
organisation  is  apparently  a  self-constituted  league  of  a  few 
men  who,  strongly  favoring  the  sales  tax,  have  invited  busi- 
ness people  in  various  states  to  join  them  in  their  e£Fort.* 
Many  organizations  of  business  men  other  than  these  bodies 
which  have  for  their  special  purpose  the  adoption  of  such  a 
levy  have  indicated  their  approval.' 

I  A  raprint  of  a  paper  read  before  the  National  Tax  AMooiation  at  ita  Thirteenth 
Annual  Conferenee.    See  ita  Prooeedinii,  pp.  180-309. 

s  Bulletin  No.  14,  dated  April  11, 1021;  alao  reprinted  in  Hearints,  pp.  880-tll. 

*  Mr.  Rothechild  explaina  that  thia  ia  a  paper  prepared  by  Profeeeor  Adama  for  the 
National  Industrial  Conference  Board. 

*  Hearing^  p.  880. 

*  The  headquarters  office  is  at  1370  Broadway,  New  York  CMj. 

*  Thia  whole  aasodation  has  never  had  a  convention,  but  its  Advisory  Board  meets. 
See  Hearints,  p.  44. 

'  The  following  are  some  of  the  interests  which  are  reported  in  favor  of  some  sort  of 
sales  tax:  the  Boston  Chamber  of  Commerce,  Hearings,  p.  187;  the  Trade  Board  of 
Boston,  a  subsidiary  of  that  body.  ibid.,  p.  158;  the  Trades  Council  of  Manufacturers' 
aub  of  Phikdelphia.  ibid.,  pp.  14, 18;  the  New  York  Board  of  Trade  and  Traniport*- 
tion,  ibid.,  p.  440  and  their  leaflet  issued  October  18. 1030;  the  Executive  Committee  of 
the  National  AsMciation  of  Real  EsUte  Boarda,  ibki.,  pp.  88,  30;  the  National  Retail 
Dry  Goods  AsMciation  (Me  their  booklet  Plan  to  Revise  the  Revenue  Law  of  1018);  the 
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Some  bosiness  men  have  come  out  against  the  proposal 
Probably  the  group  which  has  drawn  most  fire  from  its  op- 
ponents is  the  Tax  Omunittee  of  the  National  Industrial 
Conference  Board,  which  unqualifiediy  rejected  the  sales 
tax.^  TUs  Committee  grew  out  of  the  hostility  of  the  busi- 
ness community  to  the  present  federal  revenue  fifystem.   A 
National  Industrial  Tax  Committee  called  by  the  Natmial 
Industrial  Conference  Board  at  the  suggestion  of  the  Ameri- 
can Petroleimi  Institute  and  of  the  American  Mining  Con- 
gress met  at  Chicago  on  April  16, 1920.  After  diacuasion,  this 
convention  agreed  that  an  enlarged  committee,  comprising 
more  interests,  should  be  created  for  study  and  reoommen- 
dations  on  tax  revision.*    The  result  was  the  so-called  Tax 
Committee  of  the  National  Industrial  Conference  Board, 
composed  of  prominent  representatives  of  various  bosiness 
interests  in  the  country.'  After  preparing  a  tentative  report,^ 
the  Committee  decided  to  call  a  second  conference  of  businesB 
men  and  others  in  order  that  its  reccMnmendations  mi^t  be 
discussed  before  a  final  report  was  issued.  Accordini^y  this 
second  National  Industrial  Tax  Conference  met  at  New  Yoik 


National  AMoeifttkm  of  R«tidl  aotliien,  iUd.,  p.  177;  Um  NatioiMl  Sbo« 
eUtkm.  ibid.,  p.  177;  tbe  NatioiuJ  QarmMit  RoUUen  AMOCMtaoa,  ibicL,  p.  177  ud  p. 
48S;  tbe  BiMMobuMttt  Rotail  Mcrebanta  AMOoialion.  ibid.,  p.  153;  Um  A^t^HMrri  B»- 
tailan  of  St.  Louis,  ibid.,  p.  607;  tbe  Mtwie  Indurtriea  Cbambem  of  Commeree  of 
America,  ibid.,  pp.  105, 100;  tbe  National  Automobile  Cbamber  of  Commefve  aad 
tbe  Motors  and  Aoeessories  Manufaeturers*  Assoeiatioii,  ibid.,  p.  227;  the  J«v«iry  Id- 
terests,  ibid.,  p.  373;  representatiTSs  of  tbe  fur  industry,  ibid.,  p.  522  and  p.  5M;  and  tbs 
National  Association  of  Manufacturers.  See  tbe  Report  of  tbe  Committee  on  Tsistisn 
of  tbe  National  Association  of  Manufaoturers.  Cf .  also  tbe  printed  qopy  of  Um  Annaal 
Address  of  Stepben  C.  Mason,  Plresident,  at  tbe  Twenty-sixtb  Annual  Meetias.  Cf. 
also  Hearinis,  pp.  31-43. 

>  Speoial  Report  No.  18  of  tbe  National  Industrial  Conferenee  Board,  pp.  l-Z. 

s  For  an  aoeount  of  tbe  deTsloiMnent  of  tbis  body,  see  Special  Report  No.  18.  op.  eit.; 
Proceedinis  of  tbe  Second  National  Tax  Ccmferenee,  Special  Rqiort  No.  17.  pp.  1,  2, 
and  pp.  152, 153.  Cf .  also  Address  of  Mr.  R.  C.  Allen  before  tbe  National  Tkx  Asaocia- 
taon,  September  8. 1920.  in  Proeeedinis  of  tbe  Tbirteentb  Annual  Confarsnea,  pp.  10^ 
180. 

>  For  tbe  personnel  of  tbis  committee,  see  tbe  Proceedings  of  tbe  ft**iwfwd  National 
Industrial  Tax  Conference,  p.  157. 

*  Tbe  work  of  tbe  Committee  coTered  six  months.  It  beid  a  number  of  oaaatai^a, 
some  taldnc  two  full  dasrs,  but  tax  matters  wers  studied  also  by  sub  nnminiHasa  and  by 
tbe  members  indiTidually.  Tbey  secured  tbe  assistance  and  advice  of  so^  men  wm  Pro- 
fessors T.  S.  Adams  and  Fred  R.  Faircbild  of  Yale,  Selisman  and  Hai*  of  Colonrfria, 
Kemmerer  of  Princeton,  Messrs.  Otto  H.  Kahn,  Oeone  E.  Holmsa.  J.  F.  ZoOsr.  A.  E. 
Holoomb,  Colonel  Robert  H.  Montfomery.  and  otbers.  See  rroneedims.  p.  158. 
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City  on  October  22  and  23, 1020.  The  proposal  for  a  sales  tax, 
rejected  by  the  Committee,  received  much  of  the  attention  of 
the  Conference.  The  Proceedings  ^  of  the  Second  Conference, 
therefore,  contains  some  able  and  interesting  discussions  by 
members  <rf  the  Committee,  economists,  business  men,  and 
others.  The  volume  is  a  mine  of  information  on  the  whole 
subject  of  tax  revision,  and  students  of  taxation  are  in  special 
debt  for  this  important  contribution  towards  the  clarification 
of  tax  opinion.  The  Conference  resolved  that  the  Committee 
should  complete  its  final  report,  taking  into  account  the  sug- 
gestions gained  from  the  discussions  of  the  convention  and 
from  further  written  statements  which  might  be  furnished 
it,  and  that  after  the  report  had  been  issued  and  time  al- 
lowed for  consideration  of  it,  a  Third  National  Industrial 
Tax  Conference  should  be  called  for  its  final  considera- 
tion.' The  report '  was  later  issued  and  such  a  Conference 
was  held  January  21  and  22,  1921.^  The  citizens  who  took 
part  in  the  Second  Conference,  or  wrote  this  report,  have 
demonstrated  their  ability  to  give  helpful  and  disinterested 
advice  in  the  construction  of  a  program  of  tax  revision.  It  is 
the  opinion  of  the  reviewer  that,  judged  by  its  quality,  careful 
preparation,  and  judicious  and  unbiased  character,  the  Report 
of  this  Committee  stands  high  if  not  preeminent  amidst  the 
sales  tax  literature.  It  is  a  business  men's  report,  and,  ''its 
conclusions  are,  therefore,  practical  rather  than  theoretical."  * 
Another  group  of  business  men  opposed  to  the  adoption  of 
a  general  sales  tax  is  the  National  Ai»ociation  of  Credit  Men, 

>  Prooeedings  of  the  Seeood  Natiooal  Industrial  Tax  Conf  •todm,  held  in  New  York 
aty,  October  22  and  23, 1920.  SpecUI  Report  No.  17  of  the  Natiooid  Industriia  Con- 
ference Board,  December,  1920. 

>  Special  Report  No.  17,  p.  100. 

*  Report  of  tbe  Tax  Committee  of  the  National  Indnatrial  Conference  Board  on  the 
Federal  Tax  ftoblem;  Special  Report  No.  18,  National  Indnatrial  Confcfenee  Board, 
December,  1920.  Hereafter  referred  to  ae  National  Industrial  Conferenee  Board  Com- 
mittee Report  (N.  I.  C.  B.  Committee  Report). 

<  It  has  been  etated  that  tbe  report  of  the  Committee  wae  nerer  ottdally  adopted 
by  tbe  National  Industrial  Conferenee  Board  or  by  the  American  Mining  CoogrsH  or 
by  the  American  Petroleum  Institute.  See  Hearings,  p.  644.  Indeed  the  Committee 
Report  states:  **  This  opinion  is  not  necessarily  in  every  respect  concurred  in  either  by 
each  individual  member  ...  or  by  the  organisations  or  industries  represented  by  the 
individual  members."  See  Final  Report,  p.  8. 

*  Proceedings,  p.  163. 


622  QUABTBEUsY  JOURNAL  OF  ECONOMICS 

whose  Committee  on  Federal  Taxation  ^  has  issued  a  report 
rejecting  the  sales  tax,  and  proposing  a  tax  on  the  undistzib- 
uted  earnings  of  corporations.'  The  Conunittee  did  not 
issue  a  very  elaborate  report  on  the  sales  tax  nor  does  it  de- 
velop any  new  arguments,  being  in  substantial  agreement 
with  the  National  Industrial  Conference  Board  Committee. 
The  report,  tho  compact  and  carefully  drawn,  does  little  else 
than  list  the  arguments  with  short  comment.*  The  Commit 
tee  is  evidently  concentrating  more  attention  upon  the  adop- 
tion of  its  own  program  than  upon  the  defeat  of  another. 

Still  another  business  organization  whose  opposition  to  the 
sales  tax  has  attracted  considerable  attention  is  the  Special 
Committee  on  Taxation  of  the  United  States  Chamber  of 
Conmierce,  composed  of  prominent  business  men  and  econ- 
omists.^ On  December  17, 1920,  the  question  of  tax  revision 
was  submitted  by  referendmn  *  to  the  membership  of  the 
Chamber,  with  a  report  *  from  this  Special  Committee,  cover- 
ing among  other  proposals  the  sales  tax,  which  the  latter 
rejected.^  The  report  is  one  of  the  most  concise  statements 
of  the  arguments  for  and  against  the  tax.  Among  the  otbsr 
business  organizations  opposed  to  the  sales  tax  may  be  men- 
tioned the  Executive  Committee  of  the  National  Association 
of  Retail  Grocers.' 

Many  individuals  have  taken  part  in  the  sales  tax  discus- 
sions. Among  the  bankers  probably  the  most  distinguished 
advocate  of  a  sales  tax  is  Mr.  Otto  H.  Kahn,  who  amits  that 

1  For  membeivhip  of  thia  Committee,  lee  the  pamphlet  issued  by  the  Committw. 
The  Undistributed  Ksrnings  Tax,  issued  December,  1920,  p.  1. 

s  Ibid.,  p.  5.  Cf.  siso  the  testimony  of  Mr.  E.  H.  Jaynes  and  Mr.  R.  O.  ElBott, 
Hearings,  pp.  95-104  and  pp.  659-567. 

*  The  arguments  developed  in  the  sales  tax  debate  will  be  releiied  to  later. 
«  For  the  personnel  of  this  Committee,  see  its  Referendum  No.  84,  p.  2. 

*  Results  of  this  Referendum  are  given  in  Special  Bulletin  of  the  U.  8.  ClHunb«  of 
Commerce,  dated  April  8,  1921.  Because  the  voting  on  Referendum  No.  34  was  not 
satisfactory,  another.  Referendum  No.  36,  has  been  issued  to  the  Chanaber's  naembers  on 
questions  of  tax  revinon.  For  a  short  account  of  tax  disniision  at  the  Chamber's  recent 
annual  meeting,  see  The  Nation's  Business,  June,  1921,  pp.  83-35. 

•  Printed  as  part  of  the  referendum  pamphlet.  Referendum  No.  34,  pp.  4-26. 
'  Ibid.,  p.  12. 

•  See  the  testimony  of  Mr.  John  Brayshaw,  Chairman  of  the  LegislAtive 
of  National  Association  of  Retail  Grocers.  Hearings,  pp.  587,  588. 
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he  has  "wobbled  and  wavered"  on  it,  but  has  now  definitely 
committed  himself  to  a  low  tax  on  sales.^  Few  men  have  done 
more  talking  for  a  sales  tax  than  Mr.  Charles  E.  Lord  of  Galey 
and  Lord,  New  York,  an  enthusiastic  advocate  of  the  new 
measure.  Altho  his  literature  is  not  as  elaborately  worked  out 
as  that  of  the  Business  Men's  National  Tax  Conunittee,  he 
contends  manfully  for  his  cause.'  Mr.  Hugh  Satterlee,  whose 
opinions  carry  weight  because  of  his  valuable  assistance  to  the 
government  as  a  tax  expert,  is  a  pronounced  sales  taxer  and 
puts  forward  his  ideas  in  an  effective  way.'  One  of  the  in- 
dividuals who  has  done  much  for  the  promotion  of  the  tax  is 
Mr.  J.  S.  Hord,  during  1904-19  Collector  of  Internal  Revenue 
in  the  Philippines,  one  of  the  authors  of  Uie  Philippines  Sales 
Tax  Law  and  experienced  in  its  administration.^  The  Philip- 
pine success  with  the  tax  argues  forcefully  for  such  a  levy 
here,  and  the  administrators  who  had  to  do  with  it  have  great 
influence  in  this  discussion.  Dr.  Henry  A.  E.  Chandler  has 
written  an  interesting  and  careful  article  entitled  "The  Sales 
Tax  and  Our  Fiscal  Problem,"  published  by  Uie  Commerce 
Monthly  for  March,  1921.  After  reviewing  the  principal  argu- 
ments for  and  against  the  measure,  the  writer  concludes  that 
a  small  commodity  tax  ''offers  the  best  means  of  supplement- 

>  See  hk  Two  Yean  of  FWuHy  Tu»tkm  Mid  the  Resulto,  pp.  41^-47;  Some  Suftee- 
tione  on  Tax  Reviaion,  pp.  62^65;  Addendum  to  "  Some  Suggeationa  on  Tax  Reyiaioa'* 
and  the  Salee  Tax,  pp.  26-87  and  pp.  40,  41,  a  reprint  of  hie  addrea  before  the  Na- 
tional Indtiatrial  Tax  Conferenoe,  Prooeedinga,  pp.  90-94. 

>  See  hia  The  Bubble  Haa  Bunt  — What  NestT;  Federal  Tkxea  and  the  Fanner; 
Taxint  a  Soap  Bubble;  and  hia  more  pretentioue  Diaeaeaion  of  the  TentatiTe  Report  of 
the  Taxation  Committee  of  the  National  Industrial  Conferenoe  Board.  See  alao  Pro- 
oeedingii  of  the  National  Tax  Aasoeiation  Thirteenth  Conferenoe,  pp.  215-218,  for 
quotations  from  one  of  hia  papers. 

*  See  his  Ttaation  of  Salea,  alao  hia  teatimony  before  the  Senate  Committee,  Hear- 
ings, pp.  14-27.  Cf .  alao  the  addrea  before  the  National  Tax  Aseoeiation,  Proceedings 
of  Thirteenth  Annual  Conferenoe,  pp.  123-128.  and  addrees  before  the  Iowa  Bankera 
Aseoeiation  reprinted  in  New  York  Timea  of  January  2,  1921. 

«  See  article  in  Annala  for  May.  1921,  pp.  193-207;  statement  before  the  Second 
National  Industrial  Tax  Conference,  Proceedings,  pp.  68-<(6;  and  statement  to  the 
Senate  Finance  Committee,  Hearings,  pp.  64-73.  Mr.  Hord  has  described  the  Philip- 
pine Sales  Tax  in  his  Johns  Hopkins  Study,  Internal  Taxation  in  the  Philtppinea,  Series 
XXX.  No.  1.  Baltimore,  1907,  espedally  pp.  19^15.  Judge  Lebbeua  R.  WOflsy,  of  the 
New  York  Bar.  who  was  attorney  general  of  the  Philippinea  from  1901  to  1906,  has  alao 
been  drafted  into  aerviee  in  adyocaey  of  a  sales  tax  by  the  Tax  League.  See  Ua  stata- 
ment  to  the  Floanoe  Committee,  Hearinga,  pp.  44-64. 
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for  its  rejection.^  His  successor  in  office,  and  now  also  a  former 
solicitor,  Robert  N.  Miller,  and  Secretary  Mellon  do  not 
recommend  it.'  Among  the  economists,  Professor  T.  S. 
Adams,  former  chairman  of  the  Tax  Advisory  Board  of  the 
Treasury,  and  by  virtue  of  his  prestige  one  of  the  most  active 
and  persuasive  opponents  of  the  sales  tax,  has  written  and 
spoken  a  good  deal  on  the  subject.'  Professor  Seligman  has 
presented  with  vigor  the  objections  to  such  a  tax.^  Professor 
F.  R.  Fairchild's  views  in  opposition  to  the  sales  tax  have  also 
become  a  part  of  the  literature.* 

Among  sales  taxers  there  is  division  of  opinion  as  to  the 
form  which  such  a  tax  should  take.  One  group,  led  by  Mr. 
Meyer  Rothschild,  advocates  an  all  inclusive  tax,  involving  a 
levy  of  one  per  cent  on  Uie  ''gross  turnover  of  the  country,'' 
comprising  (a)  sales  of  all  kinds  of  goods,  wares,  and  mer- 
chandise; (b)  sales  of  real  property;  (c)  gross  rents  and  royal- 
ties  of  all  kinds;  (d)  gross  incomes  of  public  utilities;  (e)  gross 
receipts  for  admission  to  amusement  plaoes  and  clubs;  (J) 
gross  reedpts  far  services  rendered  (not  including  wages  or 
salaries  which  would  be  taxed  under  the  personal  income  tax) ; 
(g)  the  sales  of  all  capitid  assets,  except  stocks  and  bonds  and 
other  choses  in  action.  This  would  replace  all  other  taxes  on 

>  See  bk  artiole  "  The  Genena  Selee  Tax  ie  not  the  Way  Out "  in  the  AnniUe  for 
Mejr.  Ittl;  artkle  in  New  York  Tiwm,  Jenuaiy  9,  IMl. 

>  See  the  briaf  enbmitted  bj  Miller  to  Senete  F&nnnee  Conunittee,  Heerince,  pp. 
671-674;  end  letter  of  Secretary  Mellon  to  RepresentetJTe  Fordney  end  Senator  Pen- 
roee  dated  April  30,  lft21.  eonveniently  found  in  New  York  Tintee,  May  2. 1921. 

*  Probably  the  meet  eonvenient  atatement  of  hie  viewa  may  be  found  in  hie  amaU 
pamphlet.  Needed  Tax  Reform  in  the  United  Statee.  Thie  ia  a  reprint  of  a  eeriee  of 
articlee  whioh  appeared  in  the  New  York  Ereninc  Poet  in  July  and  Ausuet,  1020.  A 
eeriee  of  artidee  by  him  dealinc  with  the  eame  euhjeet  may  be  found  in  the  Boeton 
Traneoript  for  July  10, 21, 26, 28,  Aufuat,  2, 4, 0, 11, 16.  See  Ue  remarka  at  the  Seoond 
National  Induetrial  Tax  Conferenoe,  Prooeedinga,  pp.  110-118,  and  Ua  monograph  for 
the  National  Induetrial  Conferenoe  Board. 

«  See  hie  addrem,"  The  Salee  Tax  Compared  with  the  Reeommendatione  of  the  Tax 
Committee,"  Seoond  National  Induetrial  Tax  Conference,  Prooeedinga,  pp.  70-88.  See 
alaoHearingi,  pp.  731-786,  for  a  reprint  of  hie  article  "  The  Tieeal  Outlook  and  the  Pro- 
gram of  Tka  Rerieion,"  iHued  by  Um  Banken  Economic  Senriee  Inc.,  1021;  alao  Hear- 
ing*, pp.  706-730,  for  hie  teetimony. 

*  See  etatement  to  the  Senate  finance  Committee,  Heaiingi,  pp.  671-681,  and  re- 
print of  hia  *'  Cace  againet  the  Salee  Tio,*'  a  paper  read  before  the  U.  S.  Chamber  of 
Commerce  at  the  recent  annual  meeting,  ibid.,  pp.  681-686.  He  wee  alaoa  ■**-**»•*  of 
Special  Tax  Committee  of  the  U.  S.  Chamber  of  Commerce. 
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who  have  expressed  themselves  upon  it  uphold  the  theory 
that  general  income  and  excess  profits  taxes  are  not  normally 
shifted  to  the  consumer.  ''Profits/'  says  Professor  Seligman, 
"are  the  result  of  price  and  not  a  condition  of  price.''  ^  Dur- 
ing the  war  years  tiiere  was  a  seller's  market  and  prices  would 
have  been  high  anyway,  the  taxes  being  "an  excuse  for  high 
prices,  not  the  cause." '  But  a  sales  tax  under  normal  condi- 
tions would  be  shifted  to  the  consmners.  Such  are  substan- 
tially the  views  of  SeUgman,'  Adams,  ^  Fairchild,*  and  Hayes.* 
Curiously  enough,  many  of  the  business  men  advocating  the 
tax  agree  that  normally  it  will  be  shifted.  Yet  their  literature 
is  full  of  assertions  that  the  taxes  on  excess  profits  and  busi- 
ness incomes  are  also  passed  on  to  the  consumer  in  higher 
prices.  Such  is  substantially  the  opinion  of  Rothschild,^ 
Lord,*  Eahn,*  Clark  (National  Retail  Dry  Goods  Associa- 
tion),"* Opdycke  (Tax  League  of  America),"  Bache,  Vorenberg, 
Satterlee,  and  others.  They  have  gone  so  far  as  to  estimate 
what  portion  of  current  prices  is  due  to  the  inclusion  of  profits 
taxes.^  Believing  this,  they  concede  that  the  sales  tax  would 

>  Haftrinca,  p.  714. 

>  Adftint,  Needed  Tax  RSfbrm,  p.  22. 

*  Hearings,  pp.  714,  715. 

*  Needed  Tax  Reform,  p.  16  and  pp.  30, 21;  cf.  alao  hia  artide  in  Boeton  Tranacript. 
July  21,  1920,  p.  9.  He  thinks,  however,  it  will  be  difficult  to  ahift  the  aalea  tax  in  the 
near  future. 

*  Hearinca,  pp.  651,  552. 

*  "  The  Ineidenoe  of  the  Sales  Tax,"  artiele  in  Annate  for  May,  1921,  pp.  207-212. 
It  may  be  added  here  that  Professor  David  Friday  has  attempted  in  his  book.  Profits, 
Wages  and  Prices,  pp.  192-206,  to  demonstrate  statistieaUy  tliat  excess  profits  taxes 
hare  not  been  shifted. 

'  Altho  he  is  inconsistent,  as  will  be  shown  later.  But  see  his  sales  tax  Primer,  pp. 
28-41  and  Hearings,  pp.  882,  388. 

*  Discussion  of  the  Tentatire  Report  of  the  Tax  Committee  of  the  National  Indus- 
trial Conference  Board,  pp.  10-14;  cf.  also  Taxing  a  Soap  Bubble,  p.  2. 

*  Proceedings,  pp.  87-91. 

M  Their  Plan  to  ReviM  the  Revenue  Law  of  1918,  p.  12;  ef .  also  Hsarings,  p.  199. 

u  Statement  of  Mr.  Opdyeke  of  Ttuc  League  of  America  to  Senate  Finance  Commit- 
tee, Hearinsi,  especially  p.  271;  ef.  also  the  Lsagus's  Address  to  Congress. 

>*  The  statement  which  runs  through  most  of  the  literature  is  that  such  taxes  have 
increased  prices  about  23  per  cent.  See  sales  tax  Primer,  p.  25;  Tax  League's  Address  to 
Congress,  p.  10;  Lord's  Federal  Taxes  and  the  Ftannssa,  p.  4;  Opdyeke,  Hearings,  p.  271. 
The  Taxation  Committee  of  the  National  Retafl  Dry  Goods  Association  puts  it  at  about 
25  per  cent,  see  p.  12.  J.  S.  Bache  agrees  with  this  figurs,  in  his  Rdease  Business  from 
Taxation. 
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be  passed  on  to  ooosumerSy  and  still  advocate  it  as  a  means  of 
relieving  the  tax  burden  on  the  public.^  Some  have  asked  why 
business  men,  if  they  do  not  bear  the  profits  taxes^  are  so  con- 
cerned to  lift  the  burden  from  the  consuming  public'  In 
answer  it  has  been  said  that  heavy  taxes  reduce  the  buying 
power  of  consumers,  and  that  profits  taxes  are  uncertain,  and 
cannot  be  definitely  calculated  and  provided  for  in  advance, 
resulting  in  overcharging,  and  that  taxes  levied  on  book 
profits  which  may  not  materialise  must  be  paid  in  cash.' 
Opponents  of  the  sales  tax  contend  that  if  the  incidence  of  the 
sales  tax  would  be  upon  the  consumers,  that  fact  pres^its  a 
very  important  objection  to  the  change;  it  is  not  in  accord 
with  social  justice  to  lay  so  much  tax  burden  on  the  basis  of 
expenditure,  which  is  not  a  fit  criterion  of  ability  to  pay.^ 
This  has  led  Professor  Adams,  for  example,  to  recommend 
''not  heavy  consumption  taxes  on  absolute  necessities''  but 
on  ''non-essentials  of  widespread  consumption."  *    Some  of 
the  sales  tax  proponents,  granting  the  validity  of  the  ahility- 
to-pay  argument,  suggest  that  at  the  ssmae  time  that  a  sales 
tax  is  imposed,  the  exemptions  under  the  income  tax  be  in- 
creased to  $5,000  for  married  persons  tod  $2,500  for  sin^' 
Opponents  deny  that  such  exemptions  would  alleviate  the 
conditions  of  those  who,  being  free  from  the  income  tax  now, 
would  nevertheless  bear  the  sales  tax  J  Some  dispute  the  very 
argument  itself,  maintaining  that,  after  all,  a  man's  expendi- 
tiu^  in  dollars  is  "his  own  estimate  of  his  ability  to  pay,"  and 

>  See,  for  instance,  the  tales  tax  Primer,  p.  47;  Lord's  Makinc  Tlomtkm  a  Pditlesl 
Asset  instead  of  a  liability,  and  Hearin«s,  pp.  12,  13;  the  Tax  Leacue'a  Address  to 
Concress,  p.  10,  and  its  Business  Is  Beinc  Killed  by  Unwise  Taxation,  p.  8. 

s  Adams*  Needed  Tax  Reform,  p.  23. 

'  Rothschild,  sales  tax  Primer,  p.  34. 

«  See  Referendum  No.  34,  of  the  U.  S.  Chamber  of  Commeroe,  p.  10;  N.  I.  C.  B. 
Committee  Report,  pp.  26,  26;  Credit  Men's  Committee's  Undistributed  Kamingn  Tax, 
p.  32. 

*  Adams,  Needed  Tax  Reform,  pp.  24-26.  The  N.  I.  C.  B.  Committee  aaja  the  test 
is  not  whether  a  commodity  is  a  luxury  or  non-essential,  but  whether  "  it*  use  is  so 
spread  and  general,  and  its  distribution  so  well  established  that  the  tax  will  aff  eet 
or  distribution  and  that  it  will  be  shifted."    Report,  p.  49. 

•  Sales  tax  Primer,  p.  39. 
'  N.  I.  C.  B.  Committee  Report,  p.  27. 
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that  there  is  "elemental  justice"  in  having  Uie  tax  burden 
vary  with  expenditure.^ 

There  is  no  complete  agreement  as  to  the  incidence  of  the 
tax  even  under  normal  competitive  conditions.  One  advocate, 
tho  proceeding  in  most  of  his  argument  on  the  assumption  that 
the  sales  tax  is  shifted,  maintains  that  "where  the  profits  of 
an  industry  are  large,  the  one  per  cent  tax  is  not  a  substantial 
item,  and  may  under  strong  competitive  conditions  be  wholly 
or  partially  absorbed  by  the  dealers.  Where  profits  are  small, 
however,  every  bit  of  Uie  smallest  tax  must  and  will  be  shifted 
to  the  buyer."'  Opponents  assert  that,  if  the  tax  is  not 
shifted,  being  borne  by  the  seller,  it  would  become  a  tax  on 
gross  income,  discriminating  against  businesses  whose  profits 
form  only  a  small  part  of  their  sales.'  If  the  tax  took  the  form 
of  a  levy  on  retail  sales,  there  would  be  discrimination  of  a 
more  serious  kind  against  the  retailers  of  the  country,  who 
alone  would  bear  it.  SMie  are  concerned  over  the  fear  that  in 
a  falling  market  it  would  be  difficult  if  not  impossible  to  shift 
the  tax.  Certainly  under  such  conditions  the  tax,  possessing 
all  the  evils  of  a  gross  income  tax,  would  bear  more  heavily  on 
the  businesses  with  profits  forming  a  small  percentage  of  total 
sales.^  But  some  sales  tax  advocates  deny  that  such  taxes 
could  not  be  shifted  even  in  a  buyer's  market,  stating  that "  a 
merchant  may  be  unable  to  shift  a  relatively  high  overhead, 
•  .  .  he  may  in  fact  be  selling  goods  at  a  loss,  but  a  sales  cost 
that  '  runs  with  the  goods '  operating  at  the  time  upon  all 
competitive  sellers  will  be  shifted  in  the  price."  *  The  ques- 
tion of  incidence  is  easUy  the  most  important  in  the  whole 
debate. 

>  Lord,  The  Bubble  Hm  Bunt  — WhAt  Next?,  p.  11. 

>  Rothechild,  talet  tax  Primer,  p.  24.  This  kind  of  inooubtenoy  has  abeedy  been 
pofaited  out  by  Profeaior  Adams,  Needed  Tax  Reform,  p.  16. 

*  Credit  Men'e  Committee  Report,  op.  eit.,  pp.  33, 84;  N.  I.  C.  B.  Committee  Re- 
port, pp.  19,  30;  Adame,  Needed  Tax  Reform,  p.  16. 

*  Credit  Men'e  Committee  Report,  p.  84;  Adama,  Needed  Tax  Reform,  p.  16;  U.  S. 
CSiamber  of  Commerce  Committee  Report,  p.  10;  tmtimftny  oi  WUHam  Coumton,  Lump 
ber  Induetry,  Hearinca,  pp.  134,  136. 

*  Lord,  Commente  on  Referendum  No.  34  of  U.  S.  Chamber  of  Commwee,  p.  2. 
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Another  objection  of  major  interest,  which  T.  S.  Adams 
and  others^  have  raised  against  the  general  sales  tax  and 
which  the  advocates  claim  to  refute,  is  that  the  tax  would  dis- 
criminate in  favor  of  large  "multiple-process"  ''self-con- 
tained ''  business  organizations,  and  thus  have  ''  a  tendency  to 
drive  smaller  enterprises  out  of  business."  In  the  process  of 
bringing  conmiodities  from  raw  material  to  finish^  form  in 
the  consumers'  hands,  there  are  many  turnovers,  on  each  of 
which  a  tax  would  have  to  be  levied.  The  tax,  being  cumula- 
tive, would  burden  more  lightly  those  organizations  which 
combined  all  the  processes  under  one  management  and  so 
paid  only  one  tax,  while  other  smaller  independent  organisa- 
tions would  pMty  at  each  turnover.  In  the  prices  of  the  typical 
commodity  there  might  be  included  taxes  on  several  turn- 
overs, but  the  prices  of  the  output  of  some  producers  would 
be  increased  by  one  tax  only.    The  usual  answer  to  this 
argument  by  the  proponents  of  a  sales  tax  is  that  the  ad- 
vantage  which    self-contained  organizations   possess  over 
"single-process"  concerns  is  ''negligible."    They  urge  that 
large  organizations  and  small  independent  businesses  exist 
together,  and  by  figures  attempt  to  demonstrate  that  "even 
very  wide  differences  in  operating  expenses  now  are  not  suf- 
ficient to  prevent  the  profitable  existence  of  the  smaller  con- 
cerns, and  that  a  further  one  per  cent  tax  could  not  change 
the  situation  appreciably."  *  Moreover,  they  assert,  if  there 
should  be  "loading"  of  sales  taxes,  such  "loading"  is  much 
greater  now  with  the  profits  taxes.  One  writer,  at  least,  feel- 
ing the  force  of  the  objection,  proposes  that  a  tax  should  be 
collected  from  the  self-contained  concern  "as  many  times  as 
there  are  processes  between  the  raw  material  and  the  finished 
product."  •    Of  course  the  objection  could  not  be  raised 
against  a  retail  sales  tax. 

1  Ad&mB,  Needed  Tax  Reform,  p.  16;  N.  I.  C.  B.  Ccnunittee  Report,  p.  8;  Cndit 
Men's  Report,  p.  34;  U.  S.  Chamber  of  Commerce  Report,  p.  10:  FairehOd.  Hearii^a. 
pp.  083,  684;  Ballantine,  Axmak,  May,  1921,  p.  218. 

>  Rothsohikl.  Primer,  pp.  42-46;  Lord'e  Disouanon  of  Tentative  Report  of  N.  I.  C.  B. 
Committee  Report,  pp.  16, 16;  National  RetaU  Dry  Qooda  Aaaooiation  Report,  pp.  IS, 
18;  Tax  Leame'e  Addreee  to  Concren,  pp.  21,  22. 

s  Hold,  Annala,  May,  1021,  p.  206. 
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Another  important  question  discussed  in  the  sales  tax 
literature  is  the  effect  upon  the  system  of  marketing  and  dis- 
tribution of  goods.  The  claim  is  made  that  leasing  and  rental 
of  goods  would  supercede  straight  sales  and  that  selling  agents 
would  take  the  place  of  wholesalers,  resulting  in  the  elimina- 
tion of  certain  types  of  middlemen  and  making  difficult  the 
definition  of  "sale."  ^  Discussion  on  this  point  gets  no  further 
than  expressions  of  op^on.  The  sales  tax  advocates  claim 
that  it  would  cost  more  than  1  per  cent  to  evade  the  tax  in 
this  way,'  that  the  government  is  now  collecting  taxes  on 
transactions  of  the  same  sort,  that  the  existing  specific  sales 
taxes  have  produced  no  such  changes,  and  that  business  men 
would  not  lease  goods  for  which  they  had  a  cash  market.'  In 
answer  to  the  statement  that  sales  taxes  in  the  past  and  in 
certain  modem  coimtries  have  been  adopted  only  as  a  last 
resort,  and  have  had  an  unfortunate  history,^  the  advocates 
point  to  the  Philippine,  the  Canadian,  the  French  and  even 
the  Mexican  tax,  for  which  they  claim  good  results.  The 
Canadian  and  French  taxes,  it  must  be  admitted,  are  too 
recent  to  afford  a  fair  test.* 

There  are  certain  other  advantages  of  a  sales  tax  which  its 
advocates  claim  for  it,  besides  its  alleged  success  in  other 
countries  and  its  effect  on  the  cost  of  living.  Undoubtedly  it 
contrasts  favorably  with  the  complications  of  the  present 
profits  and  income  taxes.  One  who  reads  the  literature  is  im- 
pressed with  the  fact  that  one  thing  which  business  men 
greatly  desire  is  certainty  and  simplicity.  They  want  a  tax 
which  they  can  calculate  without  the  complexities  of  a  deter- 
mination of  net  income,  invested  capital,  profits  percentages, 
and  technical  accounting  concepts.*  The  sales  tax,  they  claim, 

>  N.  I.  C.  B.  CommittM  Report,  pp.  21,  22;  Credit  Men's  Committee  Report,  p.  31. 
The  question  is  alao  raieed  in  Adams*  monofraph  eireulated  by  Rothaehild. 

a  Setterlee,  Taxation  of  Sales,  p.  12. 

s  Rothschild.  Bulletin  No.  11.  p.  16. 

«  N.  I.  C.  B.  Committee  Report,  pp.  23-25;  Hearings,  pp.  705-713,  sUtement  of 
Professor  Seligman. 

»  Rothschild.  Bulletin  No.  11.  pp.  17, 18;  Tax  League's  Address  to  Congress,  pp.  18- 
19;  sales  tax  Primer,  pp.  12-14;  Hord.  Annab.  May.  1921.  p|>.  204, 205. 

•  Explanatory  statement  by  Business  Men's  Tax  Committee,  April  5, 1920;  also  the 
leaflet.  Gross  Sales  or  Turnover  Tax  at  one  per  cent  in  Ueu  of  all  other  taxes  on  BariiMBS, 
p.  1;  Hord,  Annab.  May,  1921.  pp.  197. 198;  sales  tax  Primer,  t>.  51  ;Satteriae,  Taxation 
of  Salsa,  p.  15.  Evidence  might  be  dted  ad  %nMii*um  on  this  poini. 
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practical  importance  since  the  limited  turnover  tax  on  com- 
modities seems  to  have  the  greatest  niunber  of  supporters. 

Such  are  the  larger  issues  in  this  tax  debate.  In  the  opinion 
of  the  reviewer,  the  tax,  whatever  its  incidence  in  the  im- 
mediate future,  would  normally  be  a  burden  on  consumers. 
Just  as  certainly  the  excess  profits  tax  which  it  would 
replace,  or  any  other  busiiiess  income  tax  which  might 
be  taken  in  its  stead,  is  not  passed  on  to  consumers.  Do 
its  other  advantages  overcome  this  disadvantage?  If  we 
adopt  it,  we  should  do  so  with  our  eyes  open,  without  iOuiions 
about  such  a  change  removing  any  oi  the  ''tax  content  from 
the  consumer's  ddlar.'' 

K.  M.  WlLUAMBON. 

AH  Umvsasnnr. 
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